8 S8LZALLZLL LOZL © 


peers 


Library 


of the 


University of Toronto | 


HANDBOUND 
AT THE 


we. 


eo 


UNIVERSITY OF 
TORONTO PRESS 


am 


Koval Commission 
on 
Banking and Finance 


Hearings 
held at 


TORONTO 


Wol. Date. 
April’ 13,1962 


Official Reporters 
F.J.Nethercut and R.J.Doung 
Toronto, Ont. 


Nethercut & Young ; 


Toronto, Ontario 


Toronto, Ontario, 
Friday, April 135, 1962. yar 


ROYAL COMMISSION ON 
BANKING AND FINANCE 


INDEX 
Page No. 
Gairdner and Company Limited Ea tae 
John Re-Campbell, Q.C. 1219 
Urban Development Institue 
Ontario Division LzGo 


The Security Analysts' Association 
of Toronto 1294 


— oe eee 


Digitized by the Internet Archive 
in 2023 with funding from 
University of Toronto 


https://archive.org/details/31/61117117788 


Nethercut & Young - ] L772 =) 


Terento y Ontario 


ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Toronto, 
Ontario, on Friday 
April 13th,1962. 


THE COMMISSIO 


ce or a ee 


The Honourable Dana Harris Porter 
Chief Justice of Ontario 
Toronto, Ontario - Chairman 


Mr. W. Thomas Brown, M.B.E. 
Investment Dealer 
Vancouver, British Columbia 


Mr. James Douglas Gibson, O.B.E, 
Banker 
Toronto, Onvardo 


Mr. Gordon L. darrold 
Agriculturalist 
Calgary, Alberta 


Mr. Paul H. Leman 
Corporation Executive 
Montreal, Quebec 


Mre8 Jorn CG), ‘Mackean 
Corporation Executive 
*Ha li fax; Nova 'Seotia::: 


Dr. W.A. Mackintosh 
Vice-Chancellor 


Queen's University 
Kingston, Ontario 


Mr. H.A.. Hampson - Secretary 


Mr. Gilles Mercure -. Joint. Secretary 


1 . es. 2 Ag 


| w ‘e Le ee é MNO 


raga ni 


4 


Tedod Swi ened etdeiionol 9MP) 
ae | OER RO TO. See gaG G Beieves 
| ee “sin Liat = Mute (oft: i ose 


sai 


Cont kgm «Hoa Beno ait? 


ee HiME 


sorvoonal 


2 | Pa, PSE are eaten a oa ck “Ot setae 
Bt | i ’ a4 reir Ayo \ ’ i ) 
ie } 
| f 

7, } ; i : 
ae 
. is 
. i ‘s ey 
| | hes ) * io et e i 
vig 

ih 
dl it a oe 
_ Wiseesoe: imiet Yeu 


Nethercut & Young a3 1173 = 


Torento, Ontario 


Toronto, Ontario 
Friday, 13th April,196e. 


THE CHAIRMAN: We will call the meeting 
to order. The first brief before us today is that 
of Gairdner & Company. Are you ready to proceed? 


MR. KENNER: Yes we are. 


SUBMISSION OF GAIRDNER & COMPANY 


LIMITED 
APPEARANCES _ 
Mr’. Aw Kenner : = -Direcvor and 
Institutional 
Sales Manager 
Mr. W. Keyser | - Money Market 


specialist 

MR. KENNER: My name is Kenner, It is’ 
a pleasure to be able to present this brief to the 
Royal Commission, It is in two parts, the first part 
on the Be oondaryeharket and N.H.A. mortgage and the 
second part is on the short-term capital :narket. 

I will speak on the N.H.A. section and 
my te soktale: Mr’, Keyser, our money market specialist, 
will speak on the capital market section. Then, 
after a brief outline of our submission we are both 
willing and able to answer any questions on either 
section. | 

THE CHAIRMAN: Then, will you proceed. 


MR. KENNER: Yes. 
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Terente, Ontario 
1 The first section is on the N.H.A. mortgage 
2 market. Our proposal is that the offerings by 
3 C.M.H.C. be continued and increased and that C.M.H.C. 
4 would act in the same way in the mortgage market 
5 as the Bank of Canada does. in the government market 
6 and that there be established banking arrangements 
7 to facilitate dealers who hold positions in N.H.A. 
8 | mortgages and Any streamline the administration 
9 and transfers. | 
10 ~ These two sections will enable the large 
11 | lenders who are not presently in the mortgage business’ 
12 to enter that field and that to enable the small 
13 investors to take a part in the financing of homes 
14 in the country that C.M.H.C. issue debentures in 
15 the same manner that the Federal National Mortgage 
16 Association in the States offers debentures in small 
17 denominations to the public. Then, this will tap 
18 not only the large pension funds and large investors 
19 but also the small investors, 
20 At the present time in the field the 
21 Central Mortgage has sold a total of $60 million of 
22 mortgages. To date this has not spread the mortgage 
23 field very wide, that is, getting new investors into 
24 it. - It is estimated thav probably only five ‘or six 
2 new Ary ee who have never anything to do with 
26 mortgages have bought any of these yet. Most of 
27 them have been bought by people who were aiready 
28 in the mortgage business or who had some family 
29 relationship with an administrator or something 
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Another of the ideas that we hoped this 
brief would tend to improve is that it would make 
one mortgage market in the country instead of 
several. . At the present time there is a variety 
of prices for your N.H.:A. mortgages even though 
they are all government guaranteed. This is caused 
by difficulty of administration in some centres 
as opposed to others and also the procedure of 
disclosure varies from province to province. 

So in order to improve this situation 
we think it would be desirable that the Bank Act 
be changed so that the chartered banks would be 
allowed to finance dealers' N.H.A. mortgage positions 
ina eter similar to the way they finance other 
government corporate bonds on call loans. 

That briefly is our N.H.A. mortgage 
submission. 

THE CHAIRMAN: Had we better deal with that 
before we proceed with the other part? We will deal 
with that before we go on to the second branch of 
your submission. 

Questions? 

COMMISSIONER GIBSON: Mr. Chairman, I 
might ask a couple of general questions. If you 
were to get a marketable instrument of the kind you 
are talking about, where would the funds that you 
would hope to gain access to come from? You 
en fan od the possibility of selling to pension funds, 
small investors. What would those people be providing 


now that might be -- what would they be investing 
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in now that they might leave and turn to mortgages? 
Do you see what I am getting at? 

MR. KENNER: It is true, this does not 
create any new source of savings. It is just trying 
to improve what these pension funds can invest in 
at the present time. There are several varieties 
to the ones we have, these large pension funds of 
municipal and provincial employees etc. At the 
present one the acts governing the investments of 
these pension funds in most provinces are limited 
to exclude the N.H.A. mortgages. It is only in 
Saskatchewan and Nova Scotia where these large 
civil service pension funds have been allowed to 
enter this. .So the spread of this would allow these 
people to gain a higher return on their pension fund 
and so improve their pension. To date in every 
variety of pension fund their investments have been 
bonds of both varieties and some stocks. So this 
would merely be a way of allowing them to increase 
the Pe ence pn their investment. 

COMMISSIONER GIBSON: Yes, but thinking of 
it from the government's point of view, is there 
any value in it? If the result were to make these 
much more marketable inet oumeut shor produce an 
instrument eaed on N.H.A. mortgages more marketable 
and if this meant that small investors who buy 
savings bonds or perhaps municipals or provincials 
were to buy these instead what would be the value 
of this from aes government's point of view? 


MR. KEYSER: If I may add to what Mr. Kenner 
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has said already I think it is expected that a 
more marketable mortgage instrument, whether it was 
in the form of specifically assigned mortgages 
themselves or in the form of debentures against 
mortgages, @ more marketable type of instrument would 
probably attract additional amounts of capital from 
those who already invest in mortgages because they 
would no longer need to fear the risk of having 
to re-sell and, furthermore, I think possibly some 
corporate pension funds who may perhaps due to 
lack Of knowledge of this type of investment have not 
been heretofore in them may be attracted by the 
re-saleability of mortgages as we conceive it in 
the brief. | 
COMMISSIONER GIBSON: But there is no 
reason to believe it would increase savings in general. 
It would give them another instrument compared with 
other instruments available now. 
MR. KENNER: Only to the extent that a 
higher rate of interest would encourage people to 
save. 
THE CHAIRMAN: I am not quite sure how 
you expressed it but you suggested that some 
action should be taken similar to that which the 
Bank of Canada takes with reference to securities 
and apply the same sort of procedure to your type 
of mortgage security. 
| MR. KENNER: Yes. 
THE CHAIRMAN: Could you elaborate on 


that? I am not quite clear as to exactly what your 
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Terente, Ontario 
suggestion is. 

MR. KENNER: The idea there is that the 
value of these mortgages to a great extent rests 
in the residual value of the guarantee by the 
government at the present time. This would tend 
to make one N.H.A. mortgage about equal to another 
one. This is not really so at the present time. 
Mortgages located in large metropolitan areas will 
pay a higher price than, say, mortgages in small 
outlying ane £ dha one of the reasons for this is 
that on any mortgage you must administrate it and 
see that the payments are kept up and so on and 
there are more trust companies, panks, ete., able 
to do this in the larger centres than the small 
ails BO it- is more costly, to administrate those 
in smaller areas so they are worth less. 

Now, the idea was that there should be 
a change in the guarantee so that if foreclosure 
is slow now at the present time you lose money but 
change this so that the investor does not lose | 
any money and these things would tend to make one 
mortgage the same as another mortgage. Also, 
the administration, that Central Mortgage can 
Sallshaater any mortgage and they would all be the 
same. And oer one mortgage away up in the north 
of Edmonton or somewhere would be worth as much 
as one in Toronto and that when you have these 
mortgages one the same as the otner if Central 
Mortgage act as the bank and had ‘more or less a 


bid for mortgages and offerings again this would 
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Teronte, Ontario 
be above and below the market and it would tend 
to establish a value for mortgages and would tend 
to make it easier for the middleman such as 
the investment dealer to carry out the job as 
the Jobber in these mortgages again making it more 
marketable, 

COMMISSIONER BROWN: If this instrument 
was created do you envisage what sort of differential 
yield Ae you receive between the C.M.H.C. piece 
of paper and C.N.R.'s for example? 

MR. KENNER: You are aealcine of the 
C.M.H.C. if they issued debentures? 

COMMISSIONER BROWN: If this piece of 
paper is created which you are talking about 
which is a bond of some kind ---- 

MR. KENNER: Yes, we had envisaged this 
as to look after the investments of the small 
investor. The large ones would cont inue to buy 
straight mortgages but on those there is very 
little differential at, all. A Canada bond in the 
long-term is selling at about 4.85 per cent and 
a C.N.R. about 5. per cent and this C.M.H.C. 
debenture would be almost about the same« as the 
C.N.R. bond. 

COMMISSIONER BROWN: Then, why should 
not the C.M.H.C. just issue guaranteed debentures 
and have <otciae piece of government paper? 

| MR. KENNER: If they did this, they 
own $13 billion mortgages out of $43 billion at 


the moment. This would provide the money for that 
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$14 billion but I think you would have about 

$3 billion mortgages owned by other large investars 
and the idea is to make those more marketable so 
that the large investors would buy the blocks 

of mortgages themselves. The big people would 

own the mortgages themselves and the C.M.H.C. 
debentures would be for the smaller people. The 
yield would be lower. 

COMMISSIONER BROWN‘ Why should not the 
government then issue additional bonds and advance 
the money to the C.M.H.C.? 

MR. KENNER: This could be done but 
this would separate it out so that there, would be 
a more direct connection between what C.M.H.C. 
does. That is the way the C.N.R. finance their 
own Sbiicattond rather than the government doing 
it for them. 

COMMISSIONER GIBSON: I have the same 
problem as Mr. Brown. It seems to ae that the 
mortgages are different in their essence and nature. 
There 4s more work. connected with mortgages than 
with other types of securities. Why make them 
into government paper? If you make them into 
government paper why don't you do what he suggests 
and Rave une government just borrow the money 
in the first place? There are costs involved in 
this and this is an additional cost for somebody. 
Under your scheme, I take it, the additional cost 
would fall on the government. 


MR. KENNER: Well, this business of the 
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government issuing securities would only look 
after the part that they own which is just about 
a quarter of the total. There have been some 
suggestions that large private mortgage companies 
be established to buy these N.H.A. mortgages 
fen C.M.H.C. and in turn issue debentures 
themselves to the public and we think it would 
be better for C.M.H.C. to dq that rather than to 
go through some intermediary. 

COMMISSIONER GIBSON: In this case, as 
I understand 1% the proposal is that some private 
groups do this and bear the costs. In your 
proposal you are really saying that the C.M.H.C. 
or the government should bear the costs. Is that 
not correct? 

MR. KENNER: I would say profit as 
well as cost. 

COMMISSIONER GIBSON: It might be, or 
take the risk? | 

MR. KENNER: Yes. 

COMMISSIONER BROWN: But if they are 
taking all the risk why shouldn't they have all 
the profit?. | 6 

MR. KENNER: If C.M.H.C. do it? 

COMMISSIONER: BROWN: Yes. 

MR. KENNER: Then they should. 

| COMMISSIONER BROWN: Then why not just 
issue government paper? 

MR. KEYSER: .In other isrags whether 


C.M.H.C. sells large blocks of N.H.A. mortgages or 
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Terente, Ontario 
whether they issue debentures and give their 
own N.H.A. mortgages the point is here the C.M.H.C. 
is liquidating some of the capital tied up in 
mortgages that they have advanced in place of the 
blending of C.M.H.C. in offering blocks of their 
mortgages under the present system but this is 
just one additional way by which they can realize 
Piet mnanoribeh emmenieeiter they hold and a way 
an which they extend mortgage investment to everyone. 
COMMISSIONER BROWN: I think our problem 
is we do not see why the return to the investor 
today is not more than on government bonds. The 
government ea esetih all the risk and making 
| available all the facilities for transfer or 
facilities for negotiability and why should they 
treat it on a different basis from other government 
bonds. In this case how does it attract the small 
investor any more than the present government bonds? 
MR. KENNER: If C.M.H.C. were to issue 
debentures they would treat this item the same 
as C.N.R.'s where another agency of the government 
can either buy through this outlet that would be 
like the C.N.R.'s. The government could finance 
these Pat things through one person rather than 
through a number of them, 
COMMISSIONER MACKINTOSH: Can I interject 
a question? Can you tell a roughly what the 
yield is on United States FAN Mel. 19? 
MR. KENNER: About 4 per cent and 


long-term United States government about 3.99, 3.95 
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which is slightly more than these but the tender 
system that C.M.H.C. now has is really a beginning. 
It is a way that is being used to make your mortgages 
held by the big investors more marketable and 
this is one way of obtaining the capital. 

I do not pice their purpose is really 
to dis-invest of all the mortgages they own but 
to broaden the market through making them marketable 
and this we than should be continued with a 
few little changes to help make it more marketable 
and make it more possible for dealers who have a 
position in it which they cannot at the present time. 

COMMISSIONER MacKEEN: Mr. Kenner, 
is it your idea that debentures would have the same 
maturity dates as mortgages, Say, @ 30-year term, 
e5-year term, would it be a shorter term and be 
renewed at some time? 

MR. KENNER: It was our idea that the 
N.H.A. mortgages could take longer when they are 
going to mature since they can be bought up. Say 
you had a number of issues of various terns, 15 
years, 10 years, etc., 

COMMISSIONER MacKEEN: It might be 
that the Bee arene would be able to make a loss or 
profit on interest as compared with mortgages which 
would be reieea in an account? 
MR. KENNER: yak there would be some. 

If you kept your maturity schedule such that you 
did not extend your average term too long you would 


be free of risk. 


;  ekdesoxinen stom ot soa qian oo ‘es 


if De wan Otte. eteleed net ot - 
omit Joseety ante 4s vonage: Yodd doketw a ak 
ce “a wen  AEMOTEEXHHOD , 


need 884-08 * — vspeut io Be eeteb eee 
oo Bete sme todrorte edt oe pitiow meres 
Oeil ‘eotoe To 


i tacts: vad wo Baw IT SOR AM 


heats “ae tegvod ed mao: orks. bits ou aem: oF a wae 


«iid served avobrey % eouret 10 recauin a ben vor) fis 
“1 a . i 
| ote aesoy OL ——— i, 
ee ae #0. “Katong ABUOTETMNOD. Be 


HOY, jan? ove sedges 
biuow wey gnol oot. med: | 


Nethercut &é Young sy 1184 7 


Terente, Ontario 
COMMISSIONER MacKEEN: Say you had a 
30-year mortgage, that is what I am getting at, 
and a lO-year debenture and that 10-year debenture 
matured, it is not likely the rate would be the same? 
MR. KENNER: No, it could be different. 
COMMISSIONER MacKEEN: It might be 
higher. 
MR. KENNER: And it might be lower. 
COMMISSIONER MacKEEN: And how would 
those funds be divided 12, bea! the interest rate 
was higher, how would the government arrange that? 
MR. KENNER: ‘There would be some risk. 
‘COMMISSIONER MacKEEN: What are your 
thoughts on that? 
MR. KENNER: I suppose there would be 
some risk but there would be other things. You would 


always have some difference because at the present 


time you are paying arate of about 6 per cent and 
you would be financing at 5 per cent so you would 


be building up something. 


a TR NS A I A NE A 


SC A I A An RL Re ee A NT me 


Biweow soY . agettas cerivto: 6d ‘BLvow woe gud Hadi, omen 


= ova | 


im ij 6 > haba 


esis 98 age 2 ak ma o- a. 
binow wot BRA ‘resent at x ~ 


eta 


(dart sgnarie dremnasoOR: oct bbuow wot create soar 
ca 
inet1 omoe od ass erent + AAW oe aiee hey 


ANOEy ais bia ‘MERMOSM RAMOLASIMMOD. 
bE SALSA -emoepsa 4 MME MN ae iy i 
bis taen seq Oo duody te oder aalysq. 918 LOY omnia 


aliow woyoe deo eg. € ts ia tn ed saahiial ei: vy 
| | | sgretei temo al gntottud a 


y ‘ 4 : orc | 4 i 7 
ry ‘ A a i Wis il 
fas ay) fp ele t 
eS TA } Ai a ‘ i a 
s a 1 wie ‘ ¥f ny é ; 
WM vaa GLY 0 eid ft 
7 a M, ths ; A & 
Til Vial! a 
; a’ us a 2 
: ah) ah \\ User oe be Ut at me A 
\ ole 7 ' Zi 
j ihm 
Q if ite aya! 
. ' &@) | UEMYE, : tis, Mi 
| ih 0. 
4 | - 
f y)., d,’ J ‘ yr za) : ; “STi 
COR els! Be 
; F ad bi Pi vi ve goa anh ¥ 
ge Ea ey eae aie is He ae i 


ee 


y ~) ‘ é 


‘stig et: - ? 
eae aes id a Oe 
ie mOMNs . me Y 
. oi : Ah 
a a 


Nethercut &é Young 


Terente, Ontario 


- 1185 - 


COMMISSIONER LEMAN: I do not see in here 
any suggestion that this could be broadened to the 
whole mortgage market for existing tree instead of 
just new houses. Why is that? Why do we think, nae 
Sides the idea of engouraging construction, why do 
we think of helping new houses enaRene owners of new 
housing under this superstructure of government 
guarantee, etcetera, and let the fellow Wiotovas a 
mortgage on an old house fend for himself in the market. 

MR. KENNER: I think that if the secondary 
market in mortgages expands - at the moment N.H.A. 
mortgages are the simpler thing than a conventional 
monteage because of the guarantee and so on, and 
“this -is a ‘beginning, but I thine after the market 
did get established in N.H.A. mortgages, then it 
would be possible to branch out further into 
conventional, so that maybe an individual needing 
a mortgage on a house couldcome to the dealer and 
get a reasonable amount and price, but this is 
just an easy way of getting the thing eatebiished. 
“COMMISSIONER LEMAN: Yes; but would you 

recommend that ata conventional mortgages on old 
houses be brought under this umbrella you want to 
bulld? | 

MR. KENNER: No, not really at this point. 
One thing, for a dealer or anybody to get into this 
thing; you must keep your administration costs and 
such low, and it would be difficult for a dealer to 
ZO out and check all the individual properties. 


He is pretty well relying on an underlying guarantee. 
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If you were into conventionals you would have to do 
more checking and it would be more expensive, and 
somebody has to pay for it, so this is a start 

for the market. 

COMMISSIONER GIBSON: Are you not 
suggesting that the government should do all this 
checking and servicing in your proposal, whereas 
now it is spread around amongst existing agencies? 
I mean, thie is a sizeable additional cost that | 
you are proposing the government should take on. 
You are suggesting they should do all the ser- 
vicing of these mortgages. 

MR. KENNER: ‘They should be wiliing to 
a6 2 ae This would males she transfer from one 
owner Peeatiobhad one easier, if someone was 
willing to do it at a price regardless of who 
originated it. | 

COMMISSIONER GIBSON: But you can 
usually find somebody to do the servicing now at 
a price, can't you? | 

| MR. KENNER: ‘Yes. 

COMMISSIONER GIBSON: In fact I think 
there are a lot of people who are eager to do 1t 
at a price. 

MR. KENNER: But prices tend to vary. 

COMMISSIONER GIBSON: Sure, but this 1s a 
apices Doesn't this happen in any market? 

MR, KENNER: Yes, it does, but it is 
just the nature of the mortgages. If they are 


especiallly these government guaranteed ones, we 
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are trying to think of some way that would tend to 
make the mortgage trade on its value as a govern- 
ment guarantee, and so that it would change in 
price and such as the market generally, rather 
than having some other factor such as administra-. 
tion and such enter into the picture and change it. 

COMMISSIONER GIBSON: What puzzles me 
is that in its nature a mortgage is not a govern- 

ment security. It is something related to a 

particular piece of property at a particular 
place, and there are costs involved in handling 
this sort of thing. You are in fact saying you 
wanted to unify those costs so that they are all 
the same, by having one organization take the 
risk on the whole business, is that correct? 

MR. KENNER: We would be willing to, 
but it would Bbarlal continue as now where most 
of them are administered by others. 

One of the problems that exists now, 
most of the administration charges are half a 
per cent on the outstanding balance. This is 
fine at the beginning of the mortgage when the 
outstanding balance is large but I would think 
that when a mortgage gets close to being paid 
off and the balance is small, this half per 
cent that the administrator is getting is very 
small. It might be difficult to find sanebody 
else to take this on, because the cost of the 
administrator is pretty well fixed regardless of 


the amount outstanding, and as they get older it 
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might become more difficult to get somebody to 
administer them for virtually nothing. 

In the blocks we have sold to date we 
find in our attempts to interest new buyers, in- 
vestors who have not previously had mortgage 
blocks, it has been a very strong point in favour 
of selling them to them that a central reliable 
organization such as C.H.M.C. is willing to 
stand by and service these mortgages in a reli- 
able manner and at a reasonable cost. 

If they were to retain the outside 
servicing agents and then at a later date wished 
to sell some of their mortgages, I think the 
general feeling was that possibly this would 
restrict the potential buyers to the degree that 
the trust company or bank, whoever it may be 
who was servicing the block, may not be an 
acceptable servicing agency to a potential buyer: 
whereas Central Housing and Mortgage Corporation 
would be undoubtedly acceptable as service agent. 

| So. that having Central Mortgage and 
Housing Corporation standing by willing to ser- 
vice these mortgages blocks is essential to the 
transferability of these mortgage blocks, if 
we accept the secondary mortgage business as 
being desirable, which I think Mr. Bates does 
feel. | 

COMMISSIONER GIBSON: Now, in other 
words, you are suggesting that these offerings 


by C.M.H.C. of mortgages have not really been 
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successful, are you? Weren't they sold at fairly 
good prices? 

MR. KEYSER: This is not a reflection 
on their success particularly. Rather we are in 
the phase of developing the secondary market 
when a great deal of education has to be done if 
We are to eye new sources: of funds in this 
type of investment. 

COMMISSIONER GIBSON: Yes, but they have 
Succeeded, I take it, certainly it is my impression, 


in selling these mortgages, in somewhat improving 


the prices in the three auctions, I think that 


they have had, 


MR, KEYSER: Four auctions. There has 
been a very gratifying response particularly by 
those tenderors who are used to buying them and 
who are willing to lay in large quantities of 
mortgages on sain one bid without having to 
initially initiate mortgages on the books them- 
selves. But we feel that there has been not a 
great deal of success in finding new buyers. 

COMMISSION MACKINTOSH: Have not the 
original buyers redistributed a good deal? 

MR. KEYSER: There has been a degree of 
redistribution in this, purchasing them at tender 
by these buyers who have not yet been buyers, but 
of course I have not that absolute knowledge of 
their success in redistributing mortgages, but I 
take it there has been no more than perhaps five 


or eight new buyers interested through the previous 
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four tenders. 

MR. KENNER: In this past tender, the 
fourth a ie far as we can see, there was 
only, of the $15 million sold, there was only ten 
per cent of it that went to people who planned to 
distribute it to other new investors, but the 
rest was purchased by insurance companies either 
for their own holdings or for some associated 
company. 

This last one was really so successful 
that maybe the future ones should be bigger to 
allow more people like ourselves, dealers, who 
are interested in selling it to new people, to 
get into it. 

COMMISSIONER MACKINTOSH: I thought the 
banks, trust companies are selling these blocks 
of these mortgages. 

MR. KENNER8 Most definitely, most 
of them again to the pension funds and such which 
they administer. We are trying to broaden it 
out so that if one trust company buys it and 
they do not come to that close family relation- 
Ship, it spreads out to more as administrators. 

COMMISSIONER MACKINTOSH: Do you suggest 
that the buyers are hesitant because the block is 
golng to be administered by one of the banks, one 
of the well known trust companies, that this is 
not: an acceptable administration? 

MR. KEYSER: This undoubtedly is accept- 


able administration, but I believe you have referred 


oihin, me a) 


un oe 
‘i 
iL ee a eN ao res 


7 nits a . 
au Me ta) a 
a Bye My _ zn 5 


: 
ORE. 


; f of f ’ Ry a at ; 
“ait. esi’ worsen ‘pate ‘anney: tom _— 


echt sawn B  HHROLUIND A Rote ae i 


i lds odesis: wi 
teom  glediniteb som |. PRM 4S - | We 


= 
- 


d oni foue bits ebay noteved) eth aay mtane mood. 20: i |e Pe 


eis ” 


— 
ell later 


dt mabgord o¢. anton ots OW. ts dubabmbs vert 


bra dhvauwd wasqmen Sets oe Ut tad on: ond 


— 


- dodtakect whbhst geols tend od moo, tom of von 
avodgudetatmbe 85 Stom Oo Jno ebaevgs an sate a4 | 
tesaawe voy od tHEOTHINOAM AAUOTAZIMMOD | | ac 
ef Xoold edt saugced taatteed ess. ecowd ede eat 
eno ,exned ent'to sno ve beena senna) od oe 
at alia teat aetna. dete sane, | mo 
ahi nin 
-tqaoos et. vlbedduo bay, ones 


 Resater over woe avbtled JT ae 


wma i 


Nethercut &é Young 


Terente, Ontario 


- 1191 - 


to the comment I made earlier, and I think it is 
even more acceptable that the agency that originated 
the mortgages and who is currently administering 
’ them, be eminence to continue to administer them, 
and in this case it is Central Mortgage and 
Housing Corporation. 

| COMMISSIONER MACKINTOSH: As I recall it, 
when the banks were empowered to get into the 
mortgage business, part of the attractiveness of 
this was the very widespread branch system; and 
the other side of the attractiveness was that it. 
would enable the C.M.H.C. to get out of a lot of 
costly administration: As I understand your 
proposition, you want to reverse this again and 
put the C.M.H.C. back in and enlarge their area 
of administration. 
| MR. KENNER: In effect this has already 
been done. When Central Mortgage first entered 
the direct lending field, they did, they made 
their loans through other approved lenders and 
had those banks and trust companies, insurance 
companies administer it for them. It was later 
as the volume of directing financing grew so much 
that they set up their own administration naticn- 
wide, so they are the biggest administrators, 

MR. KEYSER: My belief is Central Mort- 
gage and Housing Corporation would like to see 
additional private funds brought into this market 
and they feel this might be done though the creation 


of a seconary market in mortgages, and if the cost 
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of doing this is increasing the amount of ser- 
pase! then I think possibly this is the cost of 
bringing in new private funds. Now, it might 
possibly be done without the need to increase ser- 
vicing. 

COMMISSIONER MacKEEN: Have you formed 
any estimate what the cost would be for servicing 
such mortgages to the government? 

MR. KENNER: As a rule the mortgage 
charge would be about $33 per mortgage per year, 
about 35 cents on the yield, eae caciars ict it must 
be close to that cost, giving a little profit, 
but if you have a pension fund you will probably 
want all of your mortgages, no matter where yeu 
bought them, administered by one place, whether 
it be trust company or bank, rather than having 
to deal with many administrators. in your mcrt- 
gage portfolio. 


One of those people you might have is 


Central Mortgage, and the idea here of having 
them in it would tend to make everybody more 
Willing to do the same thing. 

COMMISSIONER GIBSON: Is it not a fact 
that most of the parcels of mortgages that are 
sold now are sold with one bank or trust company 
servicing them in a parcel and servicing the whole 
parcel? I oar I think this is the way that most 
transactions occur today. 


MR. KENNER: Yes, 


COMMISSIONER GIBSON: There is no particular 


ry 
et et et eter gene pte ih sm nl We eet er gm ringer nme espana ani 


talugtired On! Bh. 6 


Va. 


they tq: eassds0m ret ut duod | 
soum $f emuseny brs bhety orig 9 ataeo Be —_ ' 
ith tora, Perit 8 arhvis tage sok ot seolo ed 


videdotg. LL kw now beiu no tectoq , 8 il ‘NOy ‘4h od fy a 


ae 


woe eredw waste: ort yeagendvon dori te) ile anew 
reitertt ,eosiq ano vd betedatatmbs. tient Seiad 
anived nett tend an ere 10. eta gHHOD sagas od ab at 

| witty Mok and , azotestatatnbs “ents ae Leeb of | i i 


LESSENS ona he 

et ever tap bm woe etqasy ego Ae 9nd 9 , f ft ie 
acived 20 eted ashi: orld Bre! iano, Loree) | ie 
ond. ybodureve exism oF bret Bloow at mt toed? hs 

| \ santdt ome edt ob o¢ saaeten a is 
tos? 8 dom te sl smweeIN AeMOTRET de ec aneh | ol i 


ore tet sexssdsom ta. sleoveg ent Yo teom tend | ne 
vasqiioo gaunt to Nned eno cttw bfoa ets won bioe | ry 
alow et antotvres bas fasting! A nt mods satotvree ih 
doom decd yor ond ad ant anode 1 ¢Atom tee 


Nethercut &é Young fer 1192 A-- 


Terente, Ontario 
difficulty about that, is there? 

MR. KENNER: No, it is just that who- 
ever bought the parcels at some time in the 
future might wish to sell them and to rearrange 
their Fant Sadan and they might be dealing 
generally with a different trust company or bank 
and would like the new one to take this administra- 
tion over; and, as I mentioned, as the mortgages 
get smaller and smaller, as they approach 
maturity, when the present way is to charge a 
percentage of the total, it is less attractive 
for anybody else to do it. 

COMMISSIONER GIBSON: Basically you 
are saying you would like to have them get a 
more standardized marketable instrument. 

MR. KENNER: Yes. 

COMMISSIONER GIBSON: Obviously if you 
do that phate id runs under certain costs of 
development. 

MR. KENNER: If they became more market- 
able, the rate the cdma data pay would go down, 
the home owner would pay. 

COMMISSIONER LEMAN: In suggesting that 
this system of C.M.H.O. could not make a market 
in this thing, there are more implications in 
that, aren't there? Would you then suggest that 
the C.M.H.C. should accept directives from the 
Bank of Canada in this field? 

MR. KENNER: Most definitely that it 


should be centralized that way. 
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COMMISSIONER LEMAN: Would there be some 
little. bit of conflict of interest between the 
aims of the Bank of Canada at a particular moment 
and the objectives of the C.M.H.C. at that same 
particular moment, due to an inventory position 
they might have or something of the kind? 

MR. KENNER : I do not see really much 
change of conflict, that they should act basically 
together anyway. 

MR. KEYSER: In fact actually the Bank 
of Canada activities in the market with the 
support bid or with an offering, as the case may 
be, would be to lend reassurance to the mortgage 
market, but not ‘specifically for the use of 
control of money supply. It would not be an 
instrument in that sense. In that way it would 
not be up ae the Bank of Canada's activities. in 
the book market operation. 

COMMISSIONER BROWN: What if this 
centralization of everything that you are en- 
visaging and the inevitably lower yield resulted 
because of a we marketable piece of paper, 
would they then be as attractive to some of these 
large buyers who like the yield but who are pre- 
pared to take the risk because they have been wide- 
spread? 

MR. KENNER: I think it is quite possible, 
as the yield of the N.H.A. went lower, as they be- 
came more marketable, there are quite a few of 


these insurance companies and such who are willing 
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to nal unmarketable securities who’would tend 
to put more money into conventional securities and 
less into these. N.H.A. being eanicaban le} you 
would bring more new people to replace the ave 
surance companies for part of their investments. 
The tendency would perhaps also be to reduce the 
yield on eOnrentwonal horteace’ if more money was 
willing to go into them. 

COMMISSIONER BROWN: I do not see how 
it is going to increase the amount of money or 
Savings overall that comes in into the mortgage 
field. 

MR. KENNER: Only that these were 
marketable which might bring more people who did 
not invest in mortgages, to invest in them. — 

COMMISSIONER MACKINTOSH: I would like 
to ask you one other question for my own under- 
standing. I do not understand how you can propose 
a title transfer through a bank in the same way 
as bonds, simply for the reason that the bond is 
a standard instrument and a thousand dollar bond 
is the same in Halifax as in Vancouver; but a 
mortgage or parcel of mortgages is related to a 
specific piece of property and if you sell one in 
Vancouver and buy one in Halifax, well, one horse 
is black and the other is white - they are not 
interchangeable. 

COMMISSIONER BROWN: Which is which? 

THE CHAIRMAN: In addition to that, each 


mortgage contains a covenant, and the covenant is 
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valuable according to the credit worthiness of 
the man who signs it, each one is different. 

MR. KENNER: We only envision this as 
applying to blocks of mortgages that originate 
with Central Mortgage and were administered by 
Central Mortgage and that they would not be - 
if a new owner bought it they would not be re- 
registered in the new owner's name. There would 
merely be a block transfer, with the ownership 
in such resting with C.M.H.C. as agent: and it 
is really who are they acting as agent for that 


would change, but the blocks would have to stay 


as blocks with C.M.H.C. being the :administrator. 
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THE CHAIRMAN: It all depends on whether 
the government would be prepared to enter into this 
proposition and give the necessary guarantee. 

MR. KEYSER: And whether one block is 
black as opposed to another being whiter. Really, 
the investor is interested in the quality of the 
guarantee, and in this sense he is not inclined to treat 
them.. all as equal. 

COMMISSIONER MACKINTOSH: It is perfectly 
easy iar just make the mortgage as represented 
by a C.M.H.A. undertaking; in other words, you 
really issue a less formal debenture to cover this 
block of mortgages? 

MRy KEYSER: Yes. 

COMMISSIONER LEMAN: Eventually, when 
there is default on a mortgage somebody has to go 
through the process of foreclosing and collecting. 
You are trying, in effect, to ineniate the ultimate 
lender from this whole process, are you not? 

MR.’ KEYSER: Yes. 

COMMISSIONER LEMAN: So that eventually . 
it is the government that would foreclose in all 
cases? 

MR. KENNER: Or it could be some approved 
lender that does it. ‘But at the present time he 
is almost insulated in that he continues fa get 
his full rate of interest for six ponene. and. 1 f.36 
takes longer than that 2 per cent less than the 
rate. So, you have ainoat insulated him but not 


quite, and this again, since he is quite insulated, 
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- you have to look at the underlying value, at 
what are the chances of foreclosure on a particular 
house -- which areas in the country are better 
than others. So, just to go the other little bit 
tocompletely insulate him --~ 

COMMISSIONER LEMAN: Would he also be 
insulated against calling? | 

MR. KENNER: No, you can get paid off 
before you expect it. 

COMMISSIONER BROWN: How would you work 
that? She somebody has a enoddaind dollar -- 

a small investor has $1,000 in C.M.H.C. SC RUAtuneS 
How does he get insulation? 

_ MR. KENNER: There would be no insulation 

Pel. YOu were a large buyer of a block of mortgages -- 
a half a million or so. If you were a small 

investor and bought a C.M.H.c, debenture, there 
you have a fixed term bond and you are completely 

insulated. 

MR. KEYSER: If you were to buy a block 
of mortgages and have some of them prepaid, this 
problem would not differ greatly from ene problem 
of the ia oe institutional investor purchasing 
sinking fund debentures where the only difference 
is in the case of sinking fund debentures he 
can in various ways avoid the call, and the 
difference is when one holds mortgages he cannot 
avoid pre-payment of one or two; fe cannot replace 

them, of course. 


COMMISSIONER LEMAN: Would you make these 
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debentures callable at par? 

MR. KEYSER: The debentures we speak of 
here for the small investor would not be callable 
at all =- not necessarily. I am simply comparing 
a block of 40 N.H.A. mortgages and the risk of one 
or two being prepaid with any sinking fund debentures. 

COMMISSIONER GIBSON: But these risks of 
re-payment vary with ae times, do they not? What 
I mean, we have a certain structure of interest 
rates now, and suppose five years from now we 
had a fe ey peace lower structure, the risk of 
pre-payment would enter considerably then. 

MR. KEYSER; There are two:things that 
protect the investor from pre-payment : First, 
aN.H.A. mortgage cannot be pre-paid before three 
years. 

COMMISSIONER GIBSON: That is why I 
said five years. 

MR. KEYSER: That would remove that 
clause. If the N.H.A. home Owner would have by 
that time nee to accumulate one-third of his own 
equity before he could re-finance it conventionally. 
This would be done through a market increase in 
the value of his property, but it is unlikey it 
would be eee before 10 years if the mortgage 
value of the property remained unchanged and his 
additional equity hode teeue provided through 
his monet payments Of interest and Sah 
On the mortgage. 


COMMISSIONER GIBSON: This is true, but 
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1} = you can have changes that decrease or increase the 
2 chance of pre-payment, and these are not readily 

3 predictable. 

fa MR. KEYSER: This is quite correct. This 
5 factor itself is not necessarily undesirable from 

6 the standpoint of your question. 

7 _ COMMISSIONER GIBSON: No, it could work 
8 sither aa 

Ph oe ' MR. KEYSER: Yes, it could. 

10 ! THE CHAIRMAN: . We will proceed to the 

11 second branch of the submission: Short-term 

p12 bapeial idmret) | 

13 7 | MR. KEYSER: Our presentation today on 

14 the Canadian short-term capital market concerns 

15/ itself mainly with the job of corporate borrowers 
16 - geeking the cheapest possible temporary capital. 

17 In so doing, the market is developed by short-term 
18 promissory notes on major corporations. We note 

19 - briefly some problems that have arisen for borrowers 
20| = and for those who deal in borrowers' needs. 

21 | Basically, the problems are these -- and 
22 I refer you to page 10 of our brief, section 4, 

23 which is entitled, "The Market Has Provided Its 

24 Own Solutions, But With Undesirable Consequences." 
25 The progression of this has begun with the emergence 
26 of agency agreements and has led to jobbers acting 
27 as principal in buying a corporation's notes up 

28 to an Berees upon maximum limit. ‘In guaranteeing 
29 to buy a corporation's notes within a specified 

30 


period of time, for instance, 48 hours, the jobber 
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1 has created a situation of a non-bank institution 
2 rarati tilts lines of credit to corporate borrowers 
3 against their fixed-term promissory notes. This 
4 development is impeded by banks' refusals to 
5 accept commercial paper for call fone purposes. 
6 The jobber must then resort to non-bank sources 
7 of loan funds. | 
8 The emergence of non-bank sources of 
9 funds: Corporations with funds to invest for 
10 short periods of time have recognized this need 
11 of dealers to obtain loans secured by commercial 
12 paper. Since banks refuse to grant such loans, 
13 trust company and non-financial corporate sources 
14 of funds have entered the market to fill the void 
15 left by banks. However, it would be misleading 
16 not to observe that if banks did advance loans 
17 against commercial paper collateral, the rate would 
18 likely be much higher than the yiéld of the 
19 collateral and jobbers would seek to reduce carrying 
20 cost by borrowing from non-bank sources when 
21 rohaaver? This situation would undoubtedly have 
ae existed during 1961-1962 to the present, but not 
23 during 1959-early 1960. 
24 Furthermore, there has been an emergence 
25 of non-bank, non-resident sources of funds for this 
26 purpose. U.S. Commercial Banks have begun to 
27 enter Canada as country bankers for earlier paper 
28 inventory. Rates compare favourably with those 
29 of domestic non-bank lenders and funds are more 
30 


reliable and sizeable. The exchange hedge is handled 
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by the lender. This leads us to the basic premise 
on which this brief rests, one which we feel 
sincerely to be valid, and that is, it is desirable 
to anes credit -- "credit" here being used in the 
sense of the liquidity of the economy -- and in 
that context the developments I have just outlined, 
we feel, are undesirable. | 

From early beginnings the banks have 
traditionally fulfilled the borrowing needs of prime 
corporations at prime rates. With the emergence 
ora Sore tenn capital market during the past seven 
years competition for banks has developed in their 
lending operation, since market money hae generally 
been readily available to prime corporations at 
lower than prime rates. From this has grown the 
gulf between banks and jobbers in ber forming a. 
fairly normal market function that is providing 
capital capital at realistic market rates. We 
suggest in brief that in future better jobber-bank 
co-operation in this area could work to che Dbenel it 
of both harierand borrowers. The hypothetical 
institution we refer to in our brief, which we 
call the Merchant Bank, is simply an illustration 
of functions that we feel are not being properly 
performed but that are needed to develop a snort- 
term capital market. We do not suggest that machinery 
for such an institution be necessarily considered 
since we believe that bank-jobbers co-operation 
could meet the problems in a very satisfactory 


manner. 
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Terente, Ontario 
‘We would like to answer any questions 
to elaborate on this. 
COMMISSIONER BROWN: Would you pikes ert 


comment on the extent to which such commercial 


paper issued by a corporation is part of its value 


in the line of credit that corporation has with the 


chartered bank? 
MR. KEYSER: You are asking what 


proportion of the corporation's short-term needs 


fare provided through the market? 

COMMISSIONER BROWN: No. I am asking, 
in evaluating the short-term needs that you are 
negotiating cron a corporation, to what extent is 
the value of that based on that papporitionts line 
of credit with the chartered bank? 

MR. KEVOER: Essentially, when a potential 
borrower comes to us seeking our aid or assistance 
in placing his promissory notes on the market, we 
must satisfy ourselves that this corporation is a 
good credit risk in a general sense, and part of 
meine a good credit risk is having good relations 
with banks, naturally, and this is very important 
in evaluating the rate at which Hianotee will be 
‘sold on the market. But, of course, lines of credit 
are fairly nebulous things: You cannot get a 
statement from the bank to say your line of credit 
rf such and such. So, on that basis we cannot say, 
"You can, therefore, issue notes up to this amount." 

COMMISSIONER BROWN: No, but it is a 


factor that has to be taken into consideration? 
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MR. KEYSER: It is a factor -- but it 


is not a large factor with large companies, I might 
add -- if you are dealing with a very large corporation 
whose total short-term borrowings are relatively 
‘small compared to its current assets, then ... 
‘3 COMMISSIONER BROWN: It presumably has 
a good line of credit with a chartered bank, anyway? 
MR. KEYSER: I think so, yes. 
COMMISSIONER BROWN: The point I am 
making is that this paper only becomes available 
Hetauwe (OF the availability of credit? 
MR. KEYSER: Right -- I am sorry: 
Because of the willingness of other corporations 
to rely on the credit ability of the borrower due 
to size ania the lender's knowledge of the acrporation's| 
operation. I would not say, for instance, in 
the case of the top dozen corporate borrowers today ~~ 
I would not think that these corporations' lines of 
credit would be an essential consideration at all 
in their ability to market paper at the rates they 
eawanie to market them at. 
COMMISSIONER BROWN: That is not a 
direct evaluation. It certainly would be, of a 
middveesi zed corporation. 
MR. KEYSER: Yes, when you get into 
the marginal -- it does become relatively more 
important. 
| MR. KENNER: When we speak of prime 
borrowers we are speaking of a very small group 


of companies. There are probably in the whole 
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country not many more than 50 which you could call 
prime borrowers, and it is they who can and do 
borrow most of the money, and the ones below that, 
it is not really so much a matter of a little higher 
rate; it is just that they don't have the market 
as a place to borrow. So, these big ones -- people 
when they buy the paper of the big companies do 


not even enquire as to whether there is a line of 


“oredit or how big it is with the company's bankers. 


' COMMISSIONER BROWN: The second question 
is, is there anything that you see in the statutes 
now that would prevent somebody setting up an 
organization thatcould not be called a commercial 
bank because of The Bank Act, and, if so, why 
has it not been done? If nothing would prevent 
the establishment of such an organization, why has 


it not been done? 
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MR. KEYSER: The merchant bank, as we 
Forduave of it here, would be a fairly high grade 
type of operation in that it would deal primarily 
with deposits and pay interest on these and make 
loans to other corporations against the security 
of their promissory notes. 

There are only currently two institutions 
in Canada that could possibly fulfill this function. 
One is the Chartered banks Uhd the other is trust 
companies. er Suggest that certain capital require- 
ments of the chartered banks for these purposes 
are fairly large at this stage in the development 
of the market and there are certain limitations on 
trust company operations with respect to trans- 
actions in promissory trading. From that point 
I think these are essentially the restrictions 
that have prevented this type of operation. 

COMMISSIONER BROWN: Why could not 
an entirely B company be set up to do this? 

MR. KEYSER: A new company undoubtedly 
would have to comply to certain regulations and 
it should really be in the Bank Act, I would say. 
There is no provision made at the present time 
Poe this type of operation to be established. 

COMMISSIONER BROWN: I ama little dis- 
turbed that everything has to be incorporated 
before it can be established. Why couldn't it 
be established because of the exigencies of the 
market? 


MR. KEYSER: I think possibly the jobber 
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group in Canada is more likely aware of the emergence 
of the short term capital market than perhaps other 
institutions might be. 

COMMISSIONER BROWN: I think the banks 
are aware of it. 

MR. KEYSER: Well, yes, in that it con- 
flicts in a way with an established bank function 
and that is the advancing of loans at prime rates 
and in a sense for years this function has been 
very, very well performed by the banks but we are 
now coming to the point where large group lenders 
with temporary cash balances are willing to lend 
to other corporate organizations with capital 
needs at rates that are considerably less than 
prime rates and in fact I think we observe in 
the report that the rate spread on average over 
the past five years has been approximately one 
and a half per cent. 

THE CHAIRMAN: Do a nner e that you 
propose that Some new institution should be set 
up to handle this sort of business? 

a MR. KEYSER: Actually, no. 

THE CHAIRMAN: A blending institution? 

MR. KEYSER: There is a need for the 
blending function in the market. 

THE CHAIRMAN: I thought what you said 
went further than that. Am I wrong? 

MR. KEYSER: We feel that the merchant 
bank is an illustration really of the need for the 


performing of those functions or at least to 
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Lllustrate the fact that these functions are not 
being performed. Frankly, I feel that if some- 
thingycould be done to fulfill this function 
without Hesottind to a new type of institution 
that it would be even more acceptable. 

| THE CHAIRMAN: Yes, you refer to the 
merchant bank in the short term capital market and 
then you go on to discuss what this institution 
would be. I pipibae that institution was to solve 
the problem. Is that right? 

MR. KEYSER: The merchant bank is merely 
one suggestion. We have heard just recently that 
a couple of the banks are considering lending at 
closer to market rates on promissory notes in the 
way that they lend money on dher kinds of 
collateral. If this were to be the case then 
the merchant bank or blending institution would 
be unnecessary anymore. 

MR. KENNER: This way jobber co-opera- 
tion would fulfill the function. 

THE CHAIRMAN: Well, what do you 
suggest that this Commission should recommend 
ec solve the problem that you feel is a serious 
one? 

| MR. KEYSER: We feel that the problem 
could be solved if the banks would become willing 
to accept short term promissory notes of large 
corporations. 

THE CHAIRMAN: Suppose they are not 


willing to accept them? 
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| itself creates certain problems that result in 
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MR. KEYSER: Then the alternative is 
an institution that permits -- 

THE CHAIRMAN: Then why not go ahead and 
form one? _ Who is to provide the institution - 
the Gye conien or somebody else? If someone else 
is to do it that is a matter ae could be solved 
if you could persuade somebody to do it. | 
| MR. KENNER: Well, a study of the whole 


thing that is going on because of your delibera- 


tions will make it quite possible that some time 


institution -- that some of the interested parties 
may try to establish such an institution them- 
selves if we still have to live within the acts 


that are there at the present time. 


MR. KEYSER: To a degree jobbers have 
begun this function by acting as principals in purchasinp 
short term promissory notes and financing them as 


best they can with off street lenders but this in 


pressure on market rates for their short term 
Sonatas : 

COMMISSIONER GIBSON: To get some per- 
spective on this question I think it would be 
Perahanp fad if you would give us your views on 
how the short term money market has developed? 
You ees said earlier that there has been quite 


a development in this market since 1954. Has it 


been a growing, developing market over the. eight 
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MR. KEYSER: The portion of the short 
term market we refer to here -- and we will limit 
this to the money market or short term market for 
corporate borrowers and lenders to corpordtion -- 

COMMISSIONER GIBSON: Right. 

MR. KEYSER: Back about 1955 or 1956 

or perhaps even as late as 1957 there came a time 
When large corporate investors became aware that 
associate companies or companies with whom they 
were fairly close needed temporary capital at 


times that the lenders themselves were long 


cash, The corporate lenders were able to put 


their money to work in short term Government of 


Canada obligations or other forms of deposits 
at market rates. The corporate lenders, on the 
other hand; were able to borrow temporarily that 
additional at bank credit at fairly high rates 
relative to the market, 

Certain groups with whom we are familix 
did get together and did lend one to the other at 
an advantage to both of them somewhere in between 
market rates and bank prime rates and from this 
time with the assistance of jobbers this market 
has developed considerably. 

COMMISSIONER GIBSON: And it has grown 
to a considerable size? 

MR. KEYSER: It is difficult to estimate 
the amount of borrowing that is done by Seefors= 
tions in this country but I would suggest there 


are 50 to 60 borrowers in Canada today who do this 


,] 


ot sia set 


~geer no: geet ued xo — 


* 


i emats ore reer 


oneoed exoteevat @ nterogn0 


lia 
0 


Piahw astesd moo 40 etriaqmae os ? 


o 


LS 


anol | row 


Bs 


sua e oldie 
arses ‘gaol wet sees od noe 


al ano ttauntde | aba 


to tnemtvrevod 


rite 


ex tadaed to sorry ast 


; etebrol! adesogyy: 


Orit iO 
tect viivsroqmes wottod ate 


Bet an tatd waters annere! mainte aa , tens sennba 7 
, Ne may Bale 
¥ yaar | : 


\, deshrant 6 iit ‘od evtwal 
tiat ere oie moc ots tw aera. nbsoed | 
I ferro” brat ‘Bib bie ) reds 18! tou oan) 
ae 


és 


a 


ua rm: 
er mo? ‘bre aetar omnes aned bre eal, soning 


a | We 
vex at art? aredut 8 sonbtartee ais ae - ae es: 


wOhg ged peer bei. swoom » faevreaneno : in 
; iat ce: “foste eae 


; 


: i iat yee i G 

w ows a ‘ “senoqsas ie ems 8 i oe t ie A Mat , 
us iv a Pag 
; b ty j id 


A 
iG Ne i 
U . ee ) 4 oe 
1 


Nethercut & Young 


Terento, Ontario anon 
and their total borrowing requirements over the 
past two years or the past year or so would have 
Neat approximately $400 million. 

COMMISSIONER GIBSON: How much do you 
think would be in the market at any-given time in 
the way of paper, that is, in some recent time? 

MR. KEYSER: At least half that amount. 

COMMISSIONER GIBSON: Half of the $400 
| million? | 

MR. KEYSER: Yes, Some of this you 
see reflected in the off street loan figures 
prepared by the Investment Dealers Association | 
and they, of course, through the recent survey 
have figures which they have attached to their 
Scart ah we do not have access to at this time. 

COMMISSIONER GIBSON: Does most of this 
business come through dealers or is some of it 
done directly? 

MR. KEYSER: I would say that almost 
all of it goes through dealers. 

COMMISSIONER GIBSON: There are very 
few corporate treasurers who deal directly with 
each other? 

MR. KEYSER: Well, it is more convenient 
for the lender to go through a dealer because he 
can then no longer be accused perhaps of something 
less than an arm's length transaction and, further- 
more, the lender now has a much wider choice of 
promissory paper and rates do vary from day to 


day and hour to hour and the dealer is a 
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professional bringing a lender together with a 
borrower and to some extent the lender may have 
funds £5 invest for 30 days whereas the borrower 
may not want to borrow for that length of time. 
So that the jobber performs this blending function 
that is referred to here. 

COMMISSIONER GIBSON: Would you say 
something about the degree of sensitivity of this 
short term corporate paper in regard to monetary 
conditions? a | 

MR. KEYSER: Over the past five years 
it would appear that there have been ample -- with 
one exception, 1959 and early 1960 -- there have 
been adequate funds to support the borrowing re- 
quirements of the very prime corporate borrowers 
aside from the finance companies and at many 
times during that five year period the market has 
had ample funds to supply even the needs of some 
marginal borrowers. 

COMMISSIONER GIBSON: There would be 
quite wide patigés in interest rates then over that 
period? 

3 MR. KEYSER: Right, and I would say at 
the present time and unt?ftl recently there have 
been such supplies of corporate funds in the market 
that very, very marginal borrowers have been given 
a ‘Léok ‘at by *potentiel-investorsi 

MR. KENNER: The rates biidnide ve} are 
extremely sensitive, varying almost as ae as or 


more than even treasury bills. 
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“COMMISSIONER GIBSON: And varying, I take 
it, quite closely in harmony with the treasury bill 
market? 

MR. KENNER: Very closely. The treasury 
bill is one of the main guide posts of establishing 
all these rates. 

MR. KEYSER: Generally speaking I might 
add thatrime commercial paper rates generally vary 
from one-eighth to one-quarter of one per cent 
above the rates published by leading finance 
companies at times when those leading finance 
companies are in the market for funds in all 
categories and it is going down. 

COMMISSIONER GIBSON: Secondly, you would 
have a good deal wider variation in rates, in 
other words, there are some borrowers who would 
have to borrow at a good deal higher rate from 
time to time? 

MR. KEYSER: Yes, until you get to the 
esnie where, assuming the availability of funds, 
these increasing rates get to the point where 
the borrower has no longer got an advantage and 
he then does his borrowing from the bank jobber. 

COMMISSIONER GIBSON: What are the 
usual terms of this paper, time terms? 

MR. KEYSER: Very seldom does commer- 
cial paper exceed 90 days in term and more 
recently borrowers have shown a desire to borrow 
On a two-way call, that is, on a 24 hour call 


with a call option both to the investor and to 
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himself. 

COMMISSIONER BROWN: Such a two-way call 
frequently involves a rate differential? 

MR. KEYSER: Yes, when it is afi wo-way 
call generally the rate is one-eighth above what 
it would be if it were called only by the investor. 
In the case of one-way call-outs the borrower 
protects himself by placing a period on it, 
normally 30 days. 

COMMISSIONER LEMAN: Is it your im- 
pression that a charter to such a merchant bank 
today would be refused unless there was special 
legislation passed to recognize this type of 
financial Lnstitution? 

| MR. KENNER: I think it would have to 
be fitted inté the Bank Act or at least into the 
operations of theBank of Canada so that there 
H8Gid be adequate control of its operations. Dis 
that could be fitted in, I see no reason why it 
probably would not be granted but again this is 
a fairly new market and it is possible that 
Bahehody will try in the near future. They just 
have not yet. 

COMMISSIONER MACKINTOSH: Is there 
anything Levene rent one oLetie firms presently 
operating a market from expanding its operations 
in the direction of a merchant bank function? 

MR. KENNER: No, I do not think there 
is anything. It is just that it cannot be really 


just. an extension of the dealers! operations so 
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much. I think you want at least the depositors in 
this operation would want it to be a separate 
entity rather than just an addition to the dealers! 
Operations. 

MR. KEYSER: I think one of the dis- 
eee cients to this development at the present 
time is that the market is only just verging on 
the point where it would be attractive to do this 
and as a result we have not séen a great deal of 
activity in this direction other than to observe 
that several jobbers are buying commercial paper 
at one term, the other at shorter terms. Ina 
sense they own it and they put it out among the 
off street lenders on loan and in this sense 
they are performing this function to a degree. 

COMMISSIONER MACKINTOSH: Is the 
“Uae. denceice an essential feature of 
such an operation? 

| MR. KENNER: It would be necessary to 
get most of the money that you would use to 
finance the commercial paper from deposits or 
notes or something of probably shorter ee 

COMMISSIONER MACKINTOSH: Well, we 
seem to hear of quite a few institutions who 
undertake such operations and branch into the 
deposit business although not set up as depositors? 

COMMISSIONER LEMAN: Do Rete now 
accept deposits in a certain form? 

MR. KENNER: Generally, no. 


MR. KEYSER: I believe there are certain 
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~— Jerente, Ontario : 
restrictions on their paying interest on deposits. 
I believe the restriction hastto do with the 
Toronto Stock Exchange. 

MR. KENNER: In fact, you have deposits 
from those customers who have sold something but 
have not told the dealer to pay them but they are 
“not really deposits of any sizes 

COMMISSIONER MACKINTOSH: Just balances 
from their other investments? 

MR. KENNER: Yes. | 

COMMISSIONER BROWN: You could buy them, 
couldn't you? 

MR. KEYSER: Yes, it could be looked at 
in two ways. It is a sale, the dealer has sold 
securities for a shorter term than shown on the 
actual security itself, particularly if the 
ultimate maturity does not exceed the re-purchase 
date by a great deal and if that paper is readily 
hiamiceba tite between the time the dealer repurchases 
it and its maturity and it could be conceived of 
as an outright sale in this sense that it is 
simply a favour to the buyer that you are tailoring 
the security speeaiian ale to his Beeae and in that 
sense Lt Sond ine looked at as accepting a deposit. 
If the market is in such a condition at the time 
that the dealer has inventory that he is unable 
to sell atadvantageous prices in which case he 
offers it on loan in a sense with a depositor. 

COMMISSIONER BROWN: By that agreement 


he is in effect putting his name on the paper as 
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well? 

MR. KEYSER: But simultaneously, of 
ere te ak tid dealer contracts to repurchase it 
so that it shows on the dealer's books as a 
contingent liability. 

THE CHAIRMAN: We should adjourn for 
a few minutes unless this is the last question. 

COMMISSIONER LEMAN: I have a couple 
of questions. | 

THE CHAIRMAN: Well, go ahead unless 
there are some other questions. I am not trying 
to close anything off but we usually adjourn 
for a break in the morning. 

| COMMISSIONER LEMAN: In one answer 

you made to Dr. Mackintosh a few moments ago you 
got close to a point which is not really covered 
in the brief but I would like your views about 
it. Do you say there would be merit in a separa- 
bacren the function of a jobber or dealer ana 
that of a broker - and I am not talking specific- 
ally about this restricted field now but I am 
talking about the field in general? 

MR. KEYSER: Jobbers as opposed to in- 
vestment dealers? | 

COMMISSIONER LEMAN: No, dealers as 
opposed to brokers in the whole field of securities. 

MR. KENNER: I do not think that any 
separation would be really an advantage if the two 
functions are -- where a lot of dealers are merely 


servicing different parts of the investors' needs 
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and there is an advantage to have them together 
because it is just fulftlling a slightly larger 
need for the investor. But if you had a banker 
in the group also maybe there would be an ad- 
vantage having it slightly separated when you 


are taking people's deposits and such. 
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COMMISSIONER LEMAN: How about the 

specific Paceeten of. the dealer as an underwriter? 

| MR. KENNER: Then being a broker also, | 
you mean? 

. COMMISSIONER LEMAN: Yes. 

| MR. KENNER: Having them all under one 
roof as they are now, merely makes it easier to 
PULL La ll one functions. I cannot really see 
any eerie Ie the split. 

COMMISSIONER LEMAN: Do you see some 
disadvantage? 

MR. KENNER: Of splitting it? 

COMMISSIONER LEMAN; No, no, you say that 
it has an advantage of having them under one reotan 
De on see some disadvantage? A 
. MR. KENNER: No. 

COMMISSIONER LEMAN: None at all. 

MR. KEYSER: Except that I think. the 
function of a ares investment house as an under- 
writer of new securities, as a seller of those 
securities to both individuals and corporations 
and as a broker in providing secondary markets 
in those securities, I think that these functions 
are complementary, and with the development of 
the short term money market this too complements 
the underwriting function in that it puts to work 
temporarily funds that are realized by new under- 
writing and it assists in handling funds that 
are generated by your closed account and by other 


accounts. I think there would be disadvantage if 
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4t was only due to lack of communication.among these 
different functions. 

THE CHAIRMAN: Any further questions? 
Thank you very much, gentlemen. We will now adjourn 
for about ten minutes. 


--- A short recess. 
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SUBMISSION OF JOHN R. CAMPBELL, 0.C. 

MR. CAMPBELL: My lord, Mr. Chairman, 
and gentlemen. I feel a little presumptuous 
appearing, in that I am appearing just really 
as an interested person, perhaps with some ex- 
perience in the National Housing Act market, 
with some thoughts as to the primary markets and 
the WOW TSH and questicns that people have with 
respect to it, and also with perhaps some thoughts 
about the growth of a responsible secondary market 
for N.H.A. mortgages, and with some thoughts as 
to the extension of secondary market activities 
to conventional loans. 

I feel perhaps the most important point 
that I have to make is that over the next few 
years, ie chain to many economists, there will 
be some wild number of housing units of ie kind 
or another required to be produced in this 
: country, and a great deal of it falls within the 
purport or the intent of the National Housing 
Act as it is designed, in the recital of the 
Act, to" encourage The puijding of medium and 
low-class, lower income family housing. The 
figures wae to be rather stagzcring in relation 
to the response of the market today, and particularly 
in the last five years, and it seems to me that 
there are some real problems, before we aes 
: eta AMD TeO seine Act 1954, in relation to the 
size of our country - perhaps even before 1957 


came along. Our institutions were able 
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to furnish the mortgage money required over a 
longer period of time, and I feel that if we as 
a nation constantly grow and need more houses, 
that perhaps our institutions ought to have grown 
or adapted to be able to do what they have in the 
past, | 

§ amdbiitrss seems to be wrong, in that 

oe government has found it expedient to provide 
a very, very substantial portion of the mortgage 
money that has gone into loans insured under 

the National Housing Act, and it would appear 

that unless some new stimulus to mortgage lending 
and, in particular, mortgage lending in mortgages 
insured under the National Housing Act, unless some 
Hewoat ium is given to the lending pattern, 
that we are going to form a.very bad habit and 
become ainioest completely depérdenteupict govern- 
ment, 

I had the privilege of sitting during 
the first submission this morning and the first 
part of it relating to this subject, and I am 
sure I catartob supposed to start debate with some- 
body who spoke before me, but I took violent ex- 
ception to the statement that was made or the 
advocacy for a Canadian "Fanny May". 

I do not see why the instituticns we 
have, plus perhaps additicnal servicing institu- 
tions, cannot handle our requirements if we tailor 

our product to more or less our usual conventional 


way of doing business. 
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I see no particular merit in saying to 
some individual, be he a lawyer or what he is, 
that the government will guarantee the mcrtare 
“on Bie house. In fact when Hecpie talk about 
guarantees, right now under the National Housing 
Act there 1s no such thing. It is an insurance 
obligation and there are some conditions that 
have to be met. It cannot be spoken of in the 
same terms as a guarantee, 1t ought not to be 
spoken of as a: guarantee and I do not think it 
ought to be a guarantee, 

If it 18 a guarantee, then I would 
agree with perhaps how Mr. Gibson put it, I 
think, who said that the government should just 
issue direct bonds and put eae directly into 
loans, and then we do not realy have a problem 
in the primary market or in the secondary market. 

I also heard a comment from the 
Commission that thinzs seem to have to be en- 
couramed before they are established. I think 
that a responsible secondary market, which will 
have certain benefits and will take some time to 
grow, will be established without encouragements, 
but perhaps with only the PERRY EI of a few little 
technical problems that seem to slow down the 
establishment of it. 

| | I would refer the Commission to the 
part 2 of the current Central Mortgage and Housine 
--Corporaticn report, where they discuss the mort- 


gage market, and I am sure you probably read it. 
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I agree with a great deal that is said in here, 
a great deal, and I think the intent is srdinend bus 
Referring to the last paragraph it says: 

"Government activity in 1961 in the 

secondary market is based on the ex- 

pectation that with the development 

of ‘greater knowledge and familiarity --" 
| THE CHAIRMAN: Mr. Campbell, usually 
“we prefer to hear your summary of your submissions. 
MR. CAMPBELL: I am sorry. 
maLHE CHAIRMAN: - The proposals that you 
make, and these various other pieces of informa- 
tion CHAS you may have might be developed if 
there are any questions to be asked. 

I notice in paragraph 8 of your summary 
there are certain recommendations that you make 
which no doubt will be interesting. 

MR. CAMPBELL: In summary, I recommend | 
that certain defects in the N.H.A. instrument be 
cured, so that there will be a more responsive 
primary eiest for N.H.A. mortszazes, and that 
present institutions adapt and new institutions 
will come into veins to assist i the growth of 
a more active secondary market. The specific 
recommendations that I have are contained beginning 
at the bottom of page three of my submission in 
es Seto dees eight. 

Firstly, to cure some of the minor de- 
fects in the mortgage, but which are acceptable 


apparently only to sophisticated lenders and not 
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to the uninformed lenders, and therefore must act 
as a deterrent from a broadening of the market. 

(b) To have C.M.H.C. in the sale of its 
mortgages, not only the billion and a half it has 
in portfolio now, but the mortgages that it 
ultimately apparently must acquire from time to 
time in the future on a basis which will appeal 
to the greatest number of potential buyers. 

(c) I believe it is most desirable 
to have the facility of the Canadian chartered 
banks operating in the mortgage market, partialarly 
the N.H.A.. market, not only as lenders but as 
servicers. I think that that facility would tend 
to become more available if there were no 
impediments, real or ee eae to banks lending 
and making N.H.A. mortgages. I believe that all 
mortgages in the market ought to have the same 
features as to the insurance obligation behind 
them, so that they would all be marketable on 
more or less the same basis, which is recommenda- 
Eton Goh 

With respect to the new institutions 
which could come into being and service a secondary 
market and also provide an alternate primary market, 
I believe that small impediments as exist in the 
Canadian and atti ah Insurance Companies Act, ought 
to be amended, so that such companies may issue 
and sei lichalc securities in the most sure but in 
the cheapest form ag.bo. cost. 
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1 function to perform than it 1s currently per- 
2 formins, and these funetions pie vriefly ~ it is 
3 not a functicn, this is a recommendation, this 
4 first point t that it’ should sell its mortrazes 
5 on a different basis, that it should be a lender 
6 of last resort, it should provide standby 
i commitments. 
8 There are some helpful hints in the 
9 way various government azencies operate in the 
10 Federal Housing Act and other American acts, and 
11 I think as a result of these things that over a 
i? ‘relatively short period of time we would find 
13 ourselves in Canada in most periods of time, 
14 with a completely adequate flow of SAT Va HS funds- 
15 for NOHAA, mortmazes and, as a result of that, 
16 wild ba able to seriously consider extendine 
17\|. N.HoA. loans. to used housing and would find 
18 that our conventicnal mértgaze market would 
19 improve as well, 
201). : Mr. Chairman, that Ls the basis: of. my 
21 submission. | 
22) © ~—=——s THE CHAIRMAN: Thank you. Questions? 
93 2 , oe COMMISSIONER LEMAN: Mr. Sampbell, now 
24 that you have read cut the complete Fone of 
25 what you recomend, T° would: like to ae cise you 
26 to make the point youwere moins to make about 
oy |. the reportc tHe. | | 
28 SMR. CAMPBELL: I took the liberty, 
29 ineldentaliy, of submittine seme questicne be 
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interested in questioning, and perhaps what I have 
nee here affects one of those questions, but 
the last sentence of the paragraph says that it 

is. the intent. of the Corporation in doing what 

it has been doing, to encourage a market 

primarily based on private sources of capital. 

"The Corporation's activity in this 

field is not intended as a device to 

raise cash for its own lending opera- 
tions or for other government purposes. 

The secondary market will serve a 

useful purpose only if it brings in 

to the mortgage field new investors.” 
And so on. I agree that this is a very desirable 
intent. I question seriously whether the method 
that C.M.H.C, is going about this will actually 
have this result. It will in some areas but I 
think an the end result I question seriously that 
Halbb, Wil di. 

Perhaps the reason I question this is 
made in the brief where I point out that the 
C.M.H.C. improves their mortgage to some extent | 
over other mortgages that are available. 

THE CHAIRMAN: What page of the brief 
were you referring to? 

MR, CAMPBELL: Page eight, item (b). 
This perhaps is a technical point, that as to the 
acceptability of title of mortgages on default, 
that I have made a specific recommendation in de- 


tail as to how this might be amended, but the terms 
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upon which C.M.H.C. sell their mortgages removed this 
ae a nisob Jad because they tell you when you buy 
a mortgage from them that when the mortgage comes 
back the title you get was acceptable and will 
still be acceptable then. 

| COMMISSIONER LEMAN: Mr. Campbell, before 
Weehoiicts on the financial implications of this, 
there is one thing I would like to be a little 
clearer on. You have made a very thorough 
analysis of the problems connected with this 
' whole fleld from a legal standpoint. This 1s a 
field in which the Commission cannot delve very 
much, but I would like to get your views on the 
extent to which it would reach the objections that 
you have in mind. One would be to convince the 
provinces, for instance, in the field of registra- 
LIRA roTelistind procedures, all that sort of 
business, to get more uniformity in the practices, 
etcetera, Is this a big obstacle? 
| MR. CAMPBELL: Perhaps I can answer your 
question in a different way, in that I have con- 
centrated here on certain legal aspects. Perhaps 
I could have concentrated more on the problems of 
Preven lneare in Alberta or some of the other local 
problems, on the form of the instrument, transfer- 
ability of a mortgage and so: on. 

I do not think these are important 

problems that: impede the growth of a secondary 
market or the enlargement of the private primary 


market _to satisfy our’ country's needs. They are 
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little problems of doing business and they could 
be cured, Ps will be cured, but I do not think 
they really impede the growth of the market, 
primary or secondary. 

COMMISSIONER GIBSON: On the nature of 
the problems, Mr. Campbell, you make a point that 
there is : large gap in this area that, looking 
ahead, you do not see too well filled. This is 
a long term view. You are not talking of to 
this particular moment. | 

MR, CAMPBELL: No, sir. 

COMMISSIONER GIBSON: You are looking 
aKenAW What; a decade? 

MR, CAMPBELL: I would say ten years. 

COMMISSIONER GIBSON: And you are con- 
cerned about there being a continuing gap over 
that period tf means for channelling funds in 
this direction are not improved? 

MR. CAMPBELL: Tene Prete I think 
perhaps it might have been shown in widened 
terms. 

COMMISSIONER GIBSON: What would you say 
the present situation was? 

MR. CAMPBELL: Right today? 

COMMISSIONER GIBSON: Yes. 

MR. CAMPBELL: Well, I think right today 
as opposed to, for instance, last year, most people 
who wanted to get N.H.A. mortgages can find them 


in the private market. 
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COMMISSIONER GIBSON: So we have had what 
you regard as a temporary but quite marked improve- 
ment recently in this particular direction. 

| MR. CAMPBELL: Yes, we have had this 
several times before in the last six or eight 
years, and I can foresee that we would still have 
these pertods from time to time. 

COMMISSIONER GIBSON: And you think 
that such Kinds of things that you have in mind, 
developments occurring in this sort of direction, 
that the supply of funds for C.M.H.C. mortgage 
purposes would be more even, less variable than 
Lt has been? 

MR. CAIPBELL: If I may just refer a 
“momént to a study in the United States by 
Professors Oliver Jones and Leo Grobler of the 
University of California on the subject of the 
‘Secondary market in the United States, with 


particular emphasis of F.H.A. and V.A. loans. 
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. Their comments are -- and I would agree with this in 
general -- that the secondary market as it has 
developed in the Hy Seep which according to 
them is unsatisfactory, has not as yet panned to even 
the flow Rea cand into government insured mortgages. 
On the other hand, a Pa naate market, if it is 
responsible and responsive, ought to tend to even the 
flow of money into a particular market. They make 

a Roane in this book --and I think perhaps it is 

a sensible point -- that during periods of pieaeness 
of money, restrictions of credit, and so on, 
municipalities are still able to raise the funds they 
require. In the case of municipalities, it is a 
Eifondon of interest that as are willing to pay, 
whereas in periods of tightness money mortgages do 
disappear., 

COMMISSIONER GIBSON: In the case of 
municipalities you have a variable interest rate; the 
money can, be,obtained at a price; is that the point? 

MR. CAMPBELL: This is the point. 

COMMISSIONER GIBSON: Whereas you don't have 
the same variation of interest rate in this area, 
and sometimes money cannot be obtained? 

MR. CAMPBELL: This is correct. 

COMMISSIONER GIBSON: But this is one of 
the objectives you have in mincli, to get 4 somewhat 
“Jess wardablesflow? 

MR. CAMPBELL: Yes, indeed, and i believe 
our particular system in Canada, helped on by the 
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National Housing Act, 
and that is the cash settlement as opposed to a 
20-year debenture ee anne payout, is the kind 
of thing that can create a mark of confidence ina 
mortgage so that the paper can survive within reason-~ 
able interest limits in periods of money tightness. 
COMMISSIONER MACKINTOSH: Why should mortgage 
interest rates be sticky and unresponsive -- more 
so than changes in other parts of the market? 
MR. CAMPBELL:. Well, I am not sure I am 
qualified to answer your question. I will take a stab 
ate it. | 
COMMISSIONER MACKINTOSH: I am not sure I 
am qualified to ask it. 
MR. CAMPBELL: Well, put it this way: I 
Paouka rather be asking it than answering it. Mortgages, 
as has been mentioned this morning -- and I think 
it is probably pretty generally recognized -- are 
specialized pieces of paper. As this:C0,.M.H.C..report 
says, they requirea certain amount of expertese, and 
when this expertese in Canada seems to be pretty 
generally concentrated in large institutions, and 
‘these large institutions have other investment 
objectives as well as just mortgages, let alone just 
NOAA‘ Se ie the problem of going into a 20 
per cent N.H.A. loan is that as soon as the rates 
fall to 15 per cent it will be pre-paid, and besides 
all that our respectable large financial institutions 
would not dare get involved in a 20 per cent loan 
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make my point. I think that bias Corea particularly 
institutional Hive dba tend to shift to non-mortgage 
investments when the interest rate on non-mortgage 
investments comes up to what they consider to be 
reasonable, and therefore they do not have to reach 
for the higher rates on mortgage investments, which 
higher rates they will lose as soon as the fellow 
can re-finance. He can get himself a good 15-year 
province of Ontario bond of some sort at a pretty 
high rate, so AS is probably going to take that 
10 years, for certain, and in the course of doing 
so properly fulfill his obligation to the shareholders 
to earn money, because three years hence the mortgage 
rates will be down and the fellow who paid you 
6-3/1 or 73 is going to be around’ to: reerinance. 
I think perhaps you get the shift from mortgage to 
 non-mortgage investments. 

COMMISSIONER BROWN: Would you like to 
see them more responsive -- some way they can be 
repaid for a longer period? 

MR. CAMPBELL: I hesitate to say this, 
but. I mente Pare EE have more protection than 
mortgagees, and there are some areas of protection 
of investment which have a beneficial consequence 
where restrictive rules in favour of mortgagees 
could be established. The government did one of these 
not too long ago, in that they made N.H.A. mortgages 
on multiple housing -- apartments and various multiple 
housing units where they are not dealing directly 


with the individual -- from corporate borrowers non- 
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repayable for ten years. As it result of that 
particular move, it seems to me when you have perhaps 
an average life of 14 years on these loans that a 
pretty stable financial arrangement can be made. 
which is not subject to every little variation. 
COMMISSIONER BROWN: My next question I 
would like to get back to the previous discussion 
and proposition and one of your aides ithe /oe to 
| get a reasonably steady flow of money into the mortgage. 
field. If this were accomplished, wouldn't shia} 
in fact, insulate the mortgage field from monetary 
policy, and is this also your objective? 
MR. CAMPBELL: No, quite on the contrary, 
I don't think it would insulatecit.from the whole 
monetary field, and it is certainly not part of the 
objective. The objective is te try to have interest 
rates on mortgages flow with sir bere aie rates on other 
costs and to have the money available at the price 
it takes to get it available. I feel thatyou should 
concentrate on trying to improve the instrument, 
and I have. suggested two ways of tones the 
investment interest: One, by curing some of the 
defects that cause the primary market to be reluctant 
to go into it in volume; and two, create a debenture 
as ofa more liquid and more marketable form of 
‘indirect investment which could support both additional 
primary investment and secondary market activity, 
and tHowe things certainly are not in any way 
insulated from monetary policy. 


COMMISSIONER BROWN: But if the flow of 
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money is to be evened out, it means in times of 

tight money there 4s still the same amount of money 
available for mortgages as in times of easy money ~~ 
or. Juss at different interest rates? 

MR. CAMPBELL: This is perhaps going to 

a specific recommendation which I have made. It 
seems to me that motwlie is going to even the flow of 
money into anything. You always have the point of 
choice of investment, and I don't think, unless you 
do it solely through government, that you can control 
it. You certainly can use the function of government 
to Meniat Mt I think in the long haul of establishing 
a secondary market for secondary mortgages where 

the investor's requirements change, .and he has to 
Bet rid spuhoraunees aathyeqnad ease as he could get 
: ria of bonds, then I say you have acoomplished 
something, but until that time has arrived ~~~ and it 
may never arrive; you will continue to get Ont 
but in the immediate short-term government ought 

to be able to perform its function of where it sees 
it is necessary to keep the housing sndustry going." 
‘and this is certainly desirable -- to make lower 
Yintérest rate loans, or take part of a loan, give 

the mortgage investor, the bank or the trust company, 
or whoever, a take-out for two years hence so that 
abher es tise some method of at the present time keeping 
the investment dee going into N.H.A. mortgages 
instead of just outing then right off. As I said 

a shift from mortgage to non-mortgage investments 


would do. 
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Terente, Ontario 
‘COMMISSIONER MACKINTOSH: You want them 
to have a dependable share of the market and not 
just a residual? | 
MR. CAMPBELL: Yes. There are lots of other 
things involved too. The market for the end products 
has to be borne in mind, but this surely is the 
point of decision of the builder, thecdeveloper 
and s0/-- Whether he fi got to take that ei 
COMMISSIONER GIBSON: But you are hoping 
also to see a larger relative flow of funds into 
C.M.H.C. mortgages, as I understand; is that correct? 
MR. CAMPBELL: Yes. It appears that the 
private market could on an average more than double 
ca present investments into N.H.A. mortgages on 
some average regular annual basis. 
COMMISSIONER GIBSON: Where would you 
envisage these funds as coming from? 
MR. CAMPBELL: It does not create any new 
capital. 
COMMISSIONER GIBSON: You mean this 
replaces government funds? 
MR. CAMPBELL: It replaces government funds. 
It does not create any new Petal attempting to 
do this. It may create some new capital in that 
it drives down interest rates -- it tends to drive 
down interest rates -- and gives builders ys 
opportunity to make savings so. that there is a very 
small, perhaps, growth of new capital or available- 
for-somethng else capital; but I. just think this 


segment of the money market, which is large, should be 
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Terente, Ontario 
able to compete for the available capital all round. 

‘COMMISSIONER GIBSON: But you see this 
growing, don't you? 

MR. CAMPBELL: Oh, yes. 

COMMISSIONER GIBSON: And under that 
housing agreement, particularly with this increase 
in the population, in’ the number of people of 
marriageable age which is going to occur very soon, 
oseni t that mean that more funds will relatively 
be needed now? | 

MR. CAMPBELL: Mr. .Gibson, I have said that 
it would appear from 125,000 to 150,000 new housing 
units per annum -- and if I were to be pinned down 
I think I would probably take a stab at maybe an é 
average of 145,000 over the next 10 years, and a 
large amount of this type of housing should fall 
within the purport of the National Housing Act, — 
in that itis for middle-income families, and that 
is rather closer to the $900 million available than 
to the $600 million figure I have in here. The 
private iat Bouton sort of tend to average out 
more than $300 million over the last few years. 
There is a very large gap. 

COMMISSIONER GIBSON: But you think of 
this gap as being mainly not a gap in the total 
eonayraten redtivendate of the country, but a gap 
in the sense it is now being provided by government 
rather than through private sources; is it correct 
to put it that way? In other words, you are thinking 


of a stage of more private funds going into this area 
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Terente, Ontario 
and less government funds? 
MR. CAMPBELL: Yes, that is definitely 
correct. 
COMMISSIONER GIBSON: If you have such a 
stage, does it follow the private funds will come 


from the same source as the government funds? The 


. government has to raise its money in the market or 


through the tax system. 

MR. CAMPBELL: Yes. 

COMMISSIONER GIBSON: So this may have a 
different effect on the economy. 

MR. CAMPBELL: Well, yes, if you have 

Ee noohes $500 million competing for the available 
oe int funds in a year it certainly would have 
a lot of effects. 

| COMMISSIONER GIBSON: Have you thought 
about this very much? Do you see it affecting the 
market for other obligations? 
| MR. CABMPELL: Well, it certainly seems 

Logical, that. 1t..would,. ».This iis a,fairly large 
PaCneient of money in a country of this size. Lt 
seems it would certainly drive other borrowers to 
other markets at higher rates. 

COMMISSIONER GIBSON: But would those 
borrowers be the government of Canada and other 
governments in particular -- maybe this is going 
too far afield? 

MR. CAMPBELL: No, I don't think it would 
be, because aie credit in the money market is 


always a little better than -- unless you provide 
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Terente, Ontario 
the housing money by government bonds -- their credit 
is always a little bit better, and the rates of 
interest they have to pay. I think it would probably 
drive some aspects of the commercial borrowing and 
some aspects of municipal borrowing -~ perhaps make 
them more competitive. 

COMMISSIONER GIBSON: It would be really 
rather hard to do because relatively you are trying 
to make the C.M.H.C. mortgage into a more interesting 
thing relative to everything else? 

MR. CAMPBELL: Yes. 

COMMISSIONER GIBSON: So, how much other 
kinds of instruments, ; would be affected you could 
hardly determine in advance? 

MR. CAMPBELL: I am sure it would be hard 
to determine in advance, but the other side of that 
question is the way the N.H.A. mortgage is now: 

Why should it be singled out for special treatment; 
why should it be a political football; why should 

it be all of these things? If there i3 the 
possibility of creating competition with the other 
non-mortgage investments, then we ought to be looking 
hard at that possibility. 

COMMISSIONER MACKINTOSH: Following on 
from that, Mr. ca seantl’ where do you think there 
are the Laugees of capital for these N.H.A. mortgages 
that are at present not being used? 

MR. CAMPBELL: Well, I understand that 
pension funds which are growing and will continue 


to grow currently only have 8 per cent of their 
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Terente, Ontario 
assets in mortgages and I believe that if the 
mortgage could be made a Median toe Loins piece of 
investment paper either directly in the mortgage 
or a bond secured on a mortgage that pension funds 
and pension trustees will be more favourably 
disposed. to go into mortgages and take these slightly 
higher yields from government bonds. 

I believe -- and this perhaps particularly 

_ goes to the question of the sale of bonds secured 
on mortgages -- that you have a more attractive piece 
of paper to get at people's savings in this form 
of investment. I feel if you have entities, not 
just one but ples rare entities in the market 
that are financing their requirements through the 
sale of bonds, that it is feasible to get more 
of the monies available in the short-term money 
market. I mean, for instance, every year some 
principal is paid off a mortgage. Well, surely 
for that year you could finance that mortgage 
requirement in the short-term anes market. 

nee And then I think you could attract foreign 
capital and on “ Eorianea bass I am sure it must 
be more desirable than to have it on an equity- 
ownership basis. Here again, particularly in the 
form of bonds or debentures they mortgages 
rou could create a piece of paper which, for example, 
in the United States could qualify for investment | 
by, say, two-thirds or three-quarters of their 
investment market opposed to a Canadian mortgage 


which has a very limited number of possible investors. 
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Terento, Ontario 
Most of them who could possibly have any interest 
are here already. 

So that there certainly is a broad 
opportunity to iipaetbed pate. on a borrowed basis — 
whitch is most desirable as opposed to equity through 
this method. | | shed 

‘COMMISSIONER GIBSON: Looking at the 
mpert, how do you cope with the exchange risk 
in selling mortgages outside of Canada? 

MR. CAMPBELL: Well, it seems that there 
have been dines in the last year or one of them 
when you could have sold all the Canadian pay 


securities on the foreign market in New York, 


“secured on N.H.A. mortgages that anyone would have 


wanted to do last year, 


COMMISSIONER GIBSON: All Canadian pay? 

MR. CAMPBELL: All Canadian pay. | 

COMMISSIONER GIBSON: Of course the buyer 
would have paid the exchange? | 

MR. CAMPBELL: Yes. 


COMMISSIONER GIBSON: Are there many 


‘times when this is the case? 


MR. CAMPBELL: I would rather have you 


‘answer that question. Sure that has happened. I 


have been interested in this subject for some time 


and this was about the third time this has happened 


in six or seven years. 
COMMISSIONER GIBSON: So you think an 


alert organization would see these opportunities 


and use them? 
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Teroute, Ontario. 
MR. CAMPBELL: Oh, absolutely. There 
was an opportunity to sell all the 6-3/4 per cent 
mortgages held by Central Mortgage and Housing 
Corporation at a fair price, not that that would 
have accomplished anything more than what has 
been accomplished already -- maybe even aocomplisned: 
less but the opportunities do arise. 
COMMISSIONER LEMAN: And the C.M.H.C. 
itself did not try that market? 
MR. CAMPBELL: This was not a market 
for direct investment in mortgages. This was a 
“market for investments in bonds secured by mortgages. 
COMMISSIONER LEMAN: If, as you say, the 
_ gap is very large and the investment by C.M.H.C. 
shows that it has been large, how much of this gap 
| en’ this foreign source in your opinion fill? 
MR. CAMPBELL: Well, going back oh 
Mr. Gibson's line of conversation I would think 
that the N.H.A. requirements of direct investment 
in improved mortgage and investment in bonds of 
a mortgage company would compete in any Canadian 
market and certainly get some of the Canadian 
capital which would leave some other part of the 
Canadian capital market requirements short and 
that the sort of excess would have to go outside. 
Some of that, of course, would be directly for N.H.A. 
ment ess some of it would perhaps be for the bonds 
of a bathtub HAGRTAUEUreDte” I don't know. 
COMMISSIONER LEMAN : Mr. Campbell, you 


are thinking of the United States market , I gather 


. - . P ~~ 74 
= ‘. r < ; re " , ; " Our 
, ; 2 z ee <a 
' eee ree : re 
r Teh at yy rete 
F - mhuteg BY er whe 
t iN 4 ir 2 p> 
ie 7 oe " - : - . ee = Bnet oe ee J 
A Le ee es ee - - — 
: pein ne ee = . 
- 3 - me | 7 - a. 
- » Be ~~ oe = 
. ee ee rea, Weal tS =f 
2 - <a a  & > ; ; = 
o 4 ae id ee i “s = + 
rn =n : | - “Te 4 
> & : _ r = A 


i 


re ee ne ee ee a ene 


A ee A A lt et = ne te 


Be ogaydath ud ‘pormooz abisod it ‘ednondesvet wr 
Fae yee oR ee EE = Man FaMO BeINMOD. | 


TAM 10% yitoorth od biuow eaten 0 ‘eae a 


ebned orft vo? sd edenteg biuew bag 0 en08 we 


@ 9ew BlAt caegsadon mde ‘iaeiiiin 


fill? eetabeo Hey: el oon apterey ated biuow 
of Hoad gitem flew  ideeaetaD cid 
dutdd bigew I nett@e4erdes Io ent einoedty it 
Troms owas torr hb 19 ninome tty pe wi Halt octd dads i 
t® epned at snontisont Pye egeye tent’ heverget Ad 


agtbsasd “tes cit atacrmes CEA Na oBsgr 0m | a a 


Asibsas® sat 3 Lo “emo toy sinensis bra doottam 


ons To eaeq tents enioe, seRad whwow dotew Lattgao 


bas TNGHS etuomentupe desea: ted igne astbsrns® he 


sds ss a igite® 


ebfetvo oy oF sved biluow nasoxe ta woe on pact 


* 


swore! J*nep Dee 49 
yoy ti edaaad aM sts 


Pig rhe a Ot get bie rere: |? 


| Nethercut & Young = 1241 i 


Teronte, Ontario 
~ when you say foreign? 

MR. CAMPBELL: Yes. 

COMMISSIONER LEMAN: If this is true does 
it mean that through pushing interest rates down 
quite low in the mortgage field in the United States 
itself through the various means they have used 
down there, isn't there a gap down in the States 
that.is quite large if you eliminate governments? 

MR. CAMPBELL: Well, I am not an &xpert 
on the American mortgage financial market. I 
included in this brief a Pereeratbh at the end 
tila tise to what Fanny May's operations have been 
and Inote the fact they are a buyer of mortgages 
put. proportionate te-Canada, that 1s, with C.M.H.C.'s 
direct investment in mortgages, they eine just an | 
Brine of the market. I have also read what 
this American study of the secondary market has to 
say on the subject and they seem to feel that 
niche aes via the various entities other than 
am Fanny May organization itself is not a net 
large investor in mortgages. 

So that by the use of all of their 
various little techniques and mortgage bankers 
ete. -- this is a much more complex market down 
there -- they seem to be able to take care of a 
large part of their mortgage requirements without 
having had government investment in it. 

COMMISSIONER LEMAN: In other words, 
they do not have ae same gap as we have up here? 


MR. CAMPBELL: They do not seem to have iv 
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Terente, Ontario 
and they do not seem to be likely to get it although 
they complain their secondary market is not 
Operating effectively either but they are well on 
the way to using their various government and 
non-government instrumentalities to solve these 
spa problems. Their government instrumentalities 
seem to be primarily warehouses and that is how they 
tend to even the flow. They warehouse mortgages 
or give commitments or do something like that during 
the periods of credit restriction. 
COMMISSIONER BROWN: Do you think that 
the development of some institution into a building 
society with authority to invest in N.H.A. mortgages 
would serve any purpose in Canada? 
MR. CAMPBELL: I think it might serve 
‘@ purpose but I am very taken with the fact talking 
to fa of banker friends that we have perhaps 
3,500 out of 5,500 bank branches that could serve 
as mortgage dealers so that we have those facilities 
and we are not using them fully and we are being 
be hate stupid. We do not need NAD mortgage 
“competitive outlets or servicing agents; we have 
- more than enough. What we need is routes to 
trec a pital. 
COMMISSIONER BROWN: This could be 
resolved by getting the banks to become involved? 
| MR. CAMPBELL: It would tend to resolve 
by directing banks to be involved, taking Piece 
ba tariowiwhenth racic out of the rate or large 


trust companies could create mortgages by removing 
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gome of these unattractive features to the mortgage 
which prevent new inetitutione from rapidly growing 
which would operate in both the primary and the 
fFecondary market. = 
I would foresee, for inetance -- I don't 
know whether they would foresee thie but I would 
foresee where gome of our larger trust companies 
te very well have gone into N.H.A. oat cdeee 
and into which they could place ghort, medium and 
long-term Da peri: 2.8 oe just another method of 
| this mortgage. 

: COMMISSIONER BROWN: In other worde, 
the fret. company would be filling the game place 
somewhat asa building society? 

| MR... CAMPBELL: Yee, but thie ie just 
sort of an extengion of our existing institutions, 
that 2rhape these mortgage company institutions 
who would deal solely with theese mortgages could 
be uged until it was well established and had 
grown up enough to extent ite whole operations 
into conventional mortgages. 
| COMMISS TONER BROWN: Can you give ué& 
any Bier irc at the moment of hatte demand is 
for housing? Is there a platens of houging in 
Canada? : 
MR. CAMPBELL: I think there are an 
‘awful lot currently of ungold houses and vacant 
houses but again this has happened periodically and 
undoubtedly will continue to happen: periodically. 
Even if we do accompl igh the 10 years estimated 
average requirements and we have over 145,000 units 
per annum, in reaching that average we will have 
had per Lods when there tende to be housing shortages 


and tende to be fSurpluges and, of course, these are 
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geographic -- they tend to be geographic right 
“now becaugee mortgage money ig available in Toronto 
where it Le not available in Corner Brook, Newfoundland 
‘go that you do not have much of a fguprilue of 
- hougee in Corner Brook whereas an inveetor is happy 
to take a mortgage in Toronto. 

COMMISSIONER BROWN: You cannot give. 
ue the figure on what the total is? 

MR. CAMPBELL: Total? No gir. 

COMMISSIONER BROWN: Or a shortage or 
surplus? 

MR. CAMPBELL: C.M.H.C., I think, publish 
a eheet on this almost weekly or daily. 

COMMISSIONER LEMAN: You have just made 
reference here to this difficulty related to remote 
areas. How would you handle this particular problem 

© éthé twee than by keeping the CUM.H.C. as a direct 
lender? 

| MR. CAMPBELL: Well, I think there will 

alwaye be special gituations where C.M.H.C. or 
government in some function te necegeary. Perhaps 
it ig better that they loan the money to the banks 
on the condition that they will lend in remote 
areas on suitable terme instead of doing it themselves. 
But in this I do@ree with the previous submission. | 
If you can tend to have one mortgage be the same 
ag the other in certain aspects of its investment 
character then it seems to me that the bank branch 
in a remote area, the manager, can follow a set 
of rules and service that mortgage there just as well 
age the manager up in North York can service a mortgage 


there and we would tend to overcome this geographic 
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discrimination that does exist and is &@ serious 
problem. This was the excuse for getting Central 
Mortgage going in such large volume. Then, we 
had a period of tight money and that covered other 
areag and now we have just got a big bad habit. 

COMMISSIONER LEMAN: It seems to me 
when people talk about residential mortgage they 
seem to loge the propengity on which normal market 
forces operate. Ien't it possible in view of the 
gap you referred to and in view of the ambition 

| that everybody hag to create a system that will 
produce lower interest rates for regidential houses 
that. today we are being a little too ambitious? 

MR. CAMPBELL: I think we are too 
ambitious if we try to accomplish it overnight and 
for this reason there is a certain amount of 
artificiality in the whole theory of the National 
Housing Act but in the long run I do not think 
there ig anything ungengsible about this. : 

COMMISS IONER Ma cKEEN : Mr. Campbell, 
when you said that mortgage money wae not available 
in places like Corner Brook gid you mean National 
Housing Act money or conventional? 

MR. CAMPBELL: I mean mortgage money 
generally. There ig a local market which I guegs 
provides gome but large instituttans who do not 
have servicing agencies in the remote areas do not 
want, to take these mortgages on because the servicing 
cost is too large. If Sun Life have a branch in 
Edmonton put not 7O miles north or 170 miles north 


of Edmonton they are pretty reluctant to go 170 


miles north but my point ig the banks have a branch 
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170 milee north of Edmonton and if we were to make 
full use of our facilities we would tend to end 
thie geographic digcriminat ion. 
COMMISSIONER MacKEEN: Corner Brook 1s 
what might not be too good an Llluetration. | 
MR. CAMPBELL: Iam sorry, I should not 
have mentioned any place. Perhaps I should have 
said Toronto and nobody could throw a stone. 
COMMISSIONER LEMAN: Do you feel that 
a mortgage in Uranium City should attract the same 
ratee ag a mortgage on the outskirts of Toronto? 
MR. CAMPBELL: Well, that is a double- 
barrelled question. You are dependent upon a 
Blind River gituation sagiolea veces becauge the 
servicing agehcies that ‘are involved here should take 
these risks in servicing and the investor should take 
these risks. Perhaps when you get a specialized 
company town situation you do get closer to what 
, I foresee, a proper government function for assisting 
taking of risk but “that ig a different question than 
@ remote wea, I feel basically that remote area 
mortgages can be serviced as cheaply or almost ag 
cheapiy ag urban area mortgages and that they can 
be made to be worth on the market the same amount 
of money without too much cost to the government, 
without too much addition to the contingent liability 
of ingurance company funds etc. I think there is 
a good point to this trying to make one mortgage 
the same as the other within reagon, within limitations. 
| THE CHAIRMAN: Yes, but in the more remote 
areas there is not the active market for real estate 


that there ig in the more congested areas go that that 
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affects the value, doesn't it, of the mortgage? 
MR. CAMPBELL: Mr. Chairman, yee it does 
but it algo -- 

THE CHAIRMAN: It may be that the land 
ie juet age good and the people are just as credit- 
worthy but there ie a big difference. 
| MR. CAMPBELL: It affects the amount 
of mortgage you can get there in the firet place. 

It affects the whole character of the housing and 
hag and will continue to do go unlegs we try to 
make gomething very artificial so that everybody 
can have a, say, $32,000 house. 

THE CHAIRMAN: But N.H.A. mortgages are 
for houses built according to N.H.A. etandards, | 
are they not? 

MR, CAMPBELL: Oh yes, but there is a 
broad price range of houses that can be purchased 
under the National Houging Act. 

COMMISS IONER MACKEEN : Mr. Campbell, 
would you suggest that in the outlying sections 
becauge there was a chartered bank branch there 

that the manager would be qualified ag @ banker in 
determining the value of a house for loaning purpoges 
or servicing the loan after it has been made? 

| ana MR. CAMPBELL: No, I would not make 
that suggestion at all. If he happened to be he 

| would certainly find himself in head office pretty 
rapidly. I do suggest, however, that he could follow 
a set of rules to administer a loan there and I also 
feel that there are mechanics available for the 
valuation of that house and the limiting of the size 


of the mortgage and what have you which do not depend | 
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on hig knowledge but depend on the knowledge of 
specialized expertdee in mortgage finance and the 
manager in Head Office and his etaff and depend 
on the expert. people that we are really blessed with 
in C.M.H.C. who say:"Thie 1g the maximum amount of 
loan we will insure here”. They have done a fine 
job. 

COMMISSIONER MacKEEN: Do you think 
the actual officer concerned in making the loan 
ghould be a highly qualified individual? 

MR. CAMPBELL: I think the individual 
bemacn mak ing ene loan fhould be able to follow a 
get of rules for one making of loans and have 
normal expertise in the field of personal credit 
which all local bank managers Wave bacatse you have 
a covenant in there which is a impottant in the 
mortgage. I feel it does not depend upon-.the local 
bank manager being qualified as a mortgage man. 

COMMISSIONER GIBSON: Would you care to 
gay a little more about why the market for N.H.A. 
mortgages ig go inadequate? In your brief you say 
that only four of five institutions are continuing 
to take N.H.A. mortgages and lending real money. 
I rare it at other timee there have been quite a 
lot:more and the amount hag varied. Why is it 
there seems to be euch logs of interest in N.H.A. 
mortgages? 

7 MR. CAMPBELL: There wag one aspect 

to this convergation we covered earlier where we 
talked about: the attractiveness of mortgage funds 
as opposed to non-mortgage investments which L think 


affects the answer but specifically I think those 
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features which are unattractive and cause a 
. mortgage inveetment officer in an institution to 
question the value of the value of the ineurance 
Obligation has had a large part to play. 

Now, obviously I cannot name names 
put I have told you in my brief that one company’ 
-uged to make N.H.A. mortgage loans and it no longer 
doe# because it feels that the insurance obligation 
ig not adequate, it is not -- I hesitate to gay is 
not worth the paper it ig written on but it does 
not mean enough to them to attract them in. To 
them there are too many things like that and so 


they do not make the mortgage loan. 
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COMMISSIONERGIBSON: You believe there 
is a fairly general feeling or quite a widespread 
feeling, let us say, in this A itecel one: en as 
strong as that - but that there are quite a lot 
of institutions who buy Waeeaca es who are just 
not interested in N.H.A, mortgages? 

MR; CAMPBELL: That is right, and there 
are ice a lot of institutions, at least a few 
institutions that do buy them perhaps recognize 
these defects that have a large volume of funds 

for tate nen and this is a convenient market. 
They have a sophisticated approach to mortgage 
matters and perhaps would be willing to make 

85 per cent loans without insurance, and so thay 
are willing to go into this. On the other hand, 
from my personal knowledge I know of fairly 
substantial amounts of money which have not 
found their way to this market because of these 
‘technical defects. 

COMMISSIONER GIBSON: Of course in 
theory if conventional mortgages were popular 
and a lot of people would mele and buy mortgages, 
you would phinkes that after a while the rate on 
~ conventional mortgages would be down sufficiently 
so that the N.H.A, 1 ieee cee eon become 
attractive. There would be some adjustment in 
the relative interest rate. 

MR. CAMPBELL: This just happened quite 
recently. 


COMMISSIONER GIBSON: Yes, but I take 
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it you still do not think that has nearly corrected 
the ladk of interest in that kind of mortgage as 
an underlying problem. 

MR. CAMPBELL: No, I think these things 
are bound to happen from time to time, but as 
far as any long range programme is concerned I 
think you have to have the lingophisticated in- 
vestor completely protected. 

Maybe I am going too far in that state- 
ment without saying what things I mean first. 

The unsophisticated investor should not have to 
rely on his own expertese in mortgage investments 
because he has none. | 

COMMISSIONER GIBSON: No, I understand 
enupend to the unsophisticated investor, but I 
am just asking you about what the people that 
really know about mortgages, insurance companies, 
‘trdgt companies and so on, about their views. 
This is their business, they know about it, so 
T do not think you can talk about them as being 
unsophisticated in any way. 

MR. CAMPBELL: Oh, no. 

COMMISSIONER GIBSON: Well, they are 
not particularly interested, or a lot of them are 
not particularly interested, so you do not 
necessarily have to go so far as to make it 
interesting to the unsophisticated investor, | 
péhiiaia we could start by making it more in- 
atest to the sophisticated investor. 


MR. CAMPBELL: Well, a lot of the 
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sophisticated investors are under a misapprehension 
that it is far, far more complicated to get into 
and to administer ‘an°> N.H.A. mortage than it 
really is, so right away they are in the unsophis- 
ticated class. 

A lot of the sophisticated mortgage 
investors are prepared to make more than 66 per 
fyenteloanss and to make these, if they can find 
a means of doing it, on a grade A lease-back, 
they will ee this over, you know, 724 per 
cent over 15 individual houses or two small 
apartment buildings under the National Housing 
Act. 

I think we get back to the point of 
Pe ompatat von here. Try to make our N.H.A. 
meceee compete with other investment, even 
other mortgage investment situations. I am not 
answering your question, I know, really. 

| COMMISSIONER BROWN: Would that then 
make it more difficult for the others? 

MR. CAMPBELL: I don't think I got the 
point Brain question. | 

COMMISSIONER BROWN: You are now talking 
about Sata mortgages, making them more accept- 
able, more competing with others. 

MR, CAMPBELL: Yes. 

COMMISSIONER BROWN: So that it would 
attract those people to buy, invest in N.H.A. 
mortgages instead of conventional. Would that 


not then make it more difficult for the con- 
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Root tone \t 
MR. CAMPBELL: Yes, they are competing 
in the same money market generally, so it would 
tend to make it more difficult. | 
COMMISSIONER BROWN: For the conventional 
mortgage? | 
MR. CAMPBELL: Yes, but surely the whole 
function of the government insurance obligation 
attached to this mortgage should make it more 
_ desirable than conventional loans, so that this 
should follow. I mean, this would be a desirable 
thing. 
COMMISSIONER BROWN: Then in effect 
they would be getting more N.H.A money by taking 
Lt away from conventional mortgages? 
MR. CAMPBELL: I think that. 1s an over- 
‘simplification. , 
COMMISSIONER BROWN: I am talking 
about the specific example you were discussing, 
with the unsophisticated and sophisticated, 
MR. CAMPBELL: Yes, but I do think 
that to the extent that the mortgage department 
is going to allocate funds soinatonenn conventional 
and N.H.A. loans it certainly would tend to take 
it away from the conventional field, but I am 
inclined to think that the mortgage department 
might get more uaa Lt ene happens. 
COMMISSIONER LEMAN: Mr, Campbell, 
perhaps I had missed part of what you have been 


telling us here. We are jumping about a little bit 
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in our questions. I would like to ask you a 
question that is a little bit more direct. We 
are talking about a large gap in funds available 
for a specific purpose. 

MR. CAMPBELL: Yes. 

COMMISSIONER LEMAN: Your brief deals 
with a lot of technical questions, and I think 
Lt is commendable that you would want to remove 
any technical obstacles in order to let the 
market fovees work more smoothly, that is basic- 
ally the approach. 

MR. CAMPBELL: Yes. 

COMMISSIONER LEMAN: What I would like 
to know is, suppose you did remove these technical 
difficulties, then from that one factor how much 
of the gap do you think you would close? Is it 

| the result of having these disregarded market 
forces in the basic yield on this iaventmene 
that has created the gap, or is it more in the 
technical. Is my question quite clear? 

MR. CAMPBELL: Your question is quite 
clear. I hesitate to answer it because may be 
this is the whole reason I have this brief in and 
pick out th ee points, and I have in parenthesis 
what I am saying here, and I think the removal of 
those things, would strongly tend to close the 
gap. 
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likely to be able to accomplish this in the future, 
I could go on and pick out foreclosure 
procedures in Alberta and 15Qumore little things 
that are wrong. This may appear technical but it 
really is basic, and certainly there are other 
markets forces at work, but you have to get out 
and compete for your money. Isn't this really 
basic? 
| COMMISSIONER LEMAN: Well, Mr. Brown 
was actually ene te get at what other gaps 
would you open up if you closed this one; that 
basically there may have been periods, there have 
yeerer eds. in Canada when there was a gap in 
the total investment funds of the country. 
MR. CAMPBELL: Right. 
COMMISSIONER LEMAN: And to close a 
peers like this, might you not open others? 
_.MR. CAMPBELL: Yes, but I started off 
by saying that 20 years ago we did not have. 
much of a gap. We just, I think, started the 
Dominion Mortgage Act at that point. Maybe it 
isico years, ag0 q.but ae gap has been widening 
and it is getting worse, and the mortgage market 
fe eettias ctndica out year after year after year, 
and it is sort of getting conventional, you know, 
to treat it the way it has been treated. I feel 
we should try to get back to the. state where every 
body is competing for the available supply Of: 
money, and not. leave the housing industry out of 


it entirely. 
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; COMMISSIONER LEMAN : About 20 years ago, 
2 if we did not have this gap as apparently it is 
3 today, we must have had a housing shortage by 
4| today's standards. 
5 MR, CAMPBELL: Oh, Bid: ana I suppose 
6 for a long time to come, on some Utopian standard, 
7 we will always have a housing gap. 
8 ae _ We should try, from the sociological 


9 aspect of the thing, realistically to prove 


10 what our Pendiremens is and reach it. By re- 
11 moving the things which seem to have over the 
12] past many years, maybe 20, created this artificial 
As ‘gap, then at least the normal foces at work can 
14 compete. I can go and borrow $5,000 mortgage on. 
15 | my house for my mother-in-law or something, 


16 instead of having her put them in Hydro bonds. 


17 Mortgages are tending to become a 
18 funny piece of paper that people no longer like. 
19 | COMMISSIONER BROWN: I think part of 


20 that is the fact that monthly payments are not 


21 always convenient for the private lender. 
22 MR. CAMPBELL: Yes. 
23 COMMISSIONER BROWN: And this is 


24\|| developing in this country because of the problem 
25 of monthly payments during the term of the mortgage 
26] which did not exist 25 years ago. 

27 MR. CAMPBELL: Yes, and that is one of 

28) the new functions for existing financial institu- 
29 tions which I advocate, is that, being large, they 


30 can issue series paper or tailor or adjust any 


eS en ee 


ark asi 


RE OR RN Nt al at it tine tine tanto ah ~ 
Se Oe 4b) ai) 
- pat cm 


LT A A A I RM Nl ae i ct RA een nanan 


ial + onsarode ‘sutewost 


” 


ieotne fotos af: monet ee biuodta 
gvorg at ‘viteodtuttes soe 
“or Ua of moaet fis: ot Suomastopod 3 


ait ravo evant of méou Rotaw | eaatad one 


ihe ; , ' x ; pes Rae Gun 
SIO%E eLit: bedsete” OS) acy sm ereet them 


aay ie i 


28h Mow Sa wooo Idarandy edt Te, got 38 bin 


" 


fO sAsesiom.0OO,.cg worn ta ata on ‘8 or. 


ee AL ae | Peers 
<aatritemes to weletetedtom ‘ut Bo 
CRITE SMee I WEL “hstreddom we % hus 


: f io 
t ry ia 


 bhanad oneal iD. ate ie 3 af ‘sot ante no aster 2 


AS eit 


ee Bis 


A smosed ot antinad me sonetol 


‘SHEL vemnol 6a siqoed: a edt veaed 10. eoote ea 


4 
7 #A 


don ets adase ree etatooe act oat ‘eta 


| ‘aed {aD oe 
gt olde bits MORE F woreertos 


TP Wa rhs 


roa) end to. tered oad sauiy oe sen 


CP ater “by 
Caw 
. 1S dA ae Y 


ree 4 aA O 


oa ad es 


“i 


to end ot ved ba 8a 


prreeete Let one 


iy 


Nethercut & Young 


Toronto, Ontario 


- 1257 - 


pieces of paper out of the mortgage to fit various 
interest. requirements. | 

COMMISSIONER BROWN: This brings up my 
next point that if this corporation is created 
and then issues this paper, this paper has to 
‘be issued in competition with your hydro bonds. 

MR, CAMPBELL: Yes. | 

COMMISSIONER BROWN: Or Bell Telephone 
and other companies are Bae trying to compete 
| for that type of money. 
| | MR. GQ@MPBELL: “yes, 

_ COMMISSIONER BROWN: What is going to 
fill the gap that is going to be eiaaied there? 

MR. CAMPBELL: It is just aoiné to 
re-establish competition in the whole market 
of all of the people who want money, instead of 
removing the housing outside of it. 

COMMISSIONER GIBSON: Could we get at 
this more clearly by having your ideas as to 
what created this gap? How do we come to get 
this great gap in housing finance that every- 
body talks about? 

“MR, CAMPBELL: Well, one of the pointe 
has been raised, and that is the fact that we 
have for collection purposes, we have changed 
our mortgage repayments from half yearly and 
annually to monthly on blended payments for 
collection ease. So we now have an investment 
which is perhaps suitable for pension funds and 


life companies but perhaps not the rest of the 
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market, 

COMMISSIONER GIBSON: There must be 
something more fundamental than that behind this 
thing. : 

MR. CAMPBELL: Sure, there are lots 
of things, I think, which are fundamental behind 
Lt. It is the difficulty in the expertese re- 
aaived in creating mortgages, knowing what you 
are doing, having confidence. 

| I think I said in my brief that in- 
vestment dealers are excellent in selling bonds. 
It does not make them mortgage experts any more 
than it makes a bank manager a mortgage meres 
| I say, difficulty in creating the 

mortgages. With so many dollars required for 
new construction, the investor is afraid because 
he is not a bricklayer or builder, and he is 
afraid to go into a new situation. | 

You have the fact that interest rates 
do vary on mortgages, they are a higher rate, 
and the uncertainty of the length of your in- 
vestments as compared with competitive invest- 
ments. | 

COMMISSIONER GIBSQN: Well, all those 

things existed panera: Do you subscribe to the 
theory that is quite frequently put out, that 
savings have tended over the last generation to 
Bede: Anetdtubd onalzed; endvthat alcdot.ofathe 
mortgage fi naviotine used to be done by lawyers and 


so on and this does not happen very much and the 
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institutions are not yet ready to move fully into 
this. Is this a sensible view of the situation? 

MR. CAMPBELL: Yes, this is not unusual 
tht savings tended to become institutionalized 
but mortgage funds tend to go into the institutions 
instead of to mortgages because of a recognition 
of the expertese in making the loan as well. I 
mean, it is the combination of a number of 
factors. It has developed though. 

THE CHAIRMAN: Can you give me any 
indication as to the extent to which mortgage 
business which, 20 or 30 years ago was carried 
on through solicitors' offices, has decreased? 

Do you know that? 
| MR. CAMPBELL: No, sir. I am 37. 

THE CHAIRMAN: Well, the great back- 

bone of many BolioLenrs | offices at that time 


was the mortgage business which they transacted — 


for clients who had small amounts of money and 
could:-put Lt out on mortgages, even if they were 
doing it through an institution. I wondered 


Where that sort of money goes today? Has that 


sort of business been increasing with the inersase 
of population and wealth or is it dying out? 

? MR. CAMPBELL: Well, this 1s not from — 
personal experience, because we are pretty far 
removed from this and besides, as I said, I am 
younger, so:I do not have a lot of older, dead 
clients and BRA, But I do know that a lot of 


funds still remain with lawyers for investment, 


De PAP 2 


Agonist beqoterss, aad ser ; 
eta en. out aati ta | HANA. aur 
genes ton cheat ot tiredxe ens ot aa: ca 


Sy a > Aer e>: A (ar -a, e 
be : Te Cae ie y ” ye A é 
ol A vee) oe ee on al “Ve, i a z i 
. bad Pe a s-tee lle : ; 
rs . te hee 5 ae - ‘9% = ee ; < 
5 o> 1% ~ Py ¥ as? #4) ; i “ 
* : a / vr p* uf . ‘ 
ae i 2. 2 i rie J =) 
re Ce Oe ree et Sh in 
‘ i. ae a) wie we iY age B mat 
2 i y > Ms an \ a iH ae 
tt tg agen : oe a ra ee . F 
RE ee a nn NR al cee nd ae " . 7 4 . 
= Ca aa y ne oars 7 “ eas ; 
= : 5 a oe « 
- o - . , . 7s rn nN 
. ‘. Ss 2 La ts YS ae ae a: z 7 F 
cE - 7 Pat <iee > ps 7 ahs - ‘ 7 s 
be. ee _ — = - P ° 4° is ~"SpE = ia 3} = 
a wo, x —™ , >. + 4% Lbs 
ins Z ° sp ¥ i ; 
r “. 3 ee ave " ' : # wth dhe i, 2 
a Sales eee ae a : : 
7 : un eThet , 5 G ot 
é = fy ee = eee raat toes Aes ry a iz 
4 nati fi me . + ea ¢ tees : 
5 ig Z “ee ‘ ( oy eee 
; ieee es 7 S = s ) = . i 
~d rari a. 7 - ”" |. ae ~ oe > ih See + i 
Dal cal WA Fog a ws Ade 4 
Sa 7 iw" Go ee Fh eee ee 
toe oe obs Se nas Sere a ae 
y ; in - ee i 
4 Ate i Hi fn 4 - 
* = ‘+ Se _< inl ma | 
“SS pl ‘ eT adit 
q al _ eS 
4 S Teer A. ¢ H . Ay ; 
J 7 ’ ae ta H Ca = A I 
¥ } : ee 7 >, b 7 hae i! m 
Bo aiid ; a b : 


be bute a) maw ous. ote ag 0 0S. ote avaates . 


Se A vate Om ‘EEA ae sah 


~Wsad teora old (tell MAMTA. BE a 


tA BL ES CNN ABL IE CTI ICT = mer nl 


amis dard te g BOLT Io ‘atottotton ‘ones 70 ened ree 
: ; Mp aye te “s i | 
betosensed yvedd dotdw seontend oasstyom slang eam a 


bre ‘eenoin 10 adnuoms ilamea bad. oat adnetto a | 


| herehbnew I- \notiadivent ap: siawornt oh ae | # 


tet ask tysbot epow’ venom to. 08, dade ovsciw 
- * ire! Te U 


eunerons erie té.bw anloawtont need seontoud % sr08 4 


Se nS ee eee a er * 


Bin ‘eaue antub tt ot Ce dtlsow bos: sotdatouea ae pas. 
mote gon at side ethan NRTESMAD, am iy ie iat ; int if 


Br 


te Wistq ats ow sauaned 1 geen £ 


ae ha aa 
; ey ie i Ps ee 
é deh al so ecstanen ie cavwal 


Nethercut &é Young 


Terente, Ontario 


- 1260 - 


but lawyers in their investment approach have tended 
to become institutionalized too, and perhaps some 
of them have put funds, where they have the power 
to do so, in second mortgages or the odd first 
Wort fice on the family homestead which is being 
sold,- but more and more they tend to use the ser- 
vices of the investment dealers and not take the 
risks themselves of making a mortgage investment. 

THE CHAIRMAN: So that a great deal of 
that money naen used to come into mortgages, no 
doubt. goes into something today but perhaps not 
mortgages, is that it? - 

MR. CAMPBELL: Yes, Hydro bonds. 

COMMISSIONER LEMAN: Mr. Campbell, you 
Peay ccd by this gap and you ascribe a great 
deal of the reason for its existence to the 
technical Field. Now, I would like to ask some 
questions in anot ter form. Suppose that someone 
had tried to put a lot of money into the consumer 
durable goods market at 63 per cent to the borrower 
in the last five years. Don't you think you would 
have created a big gap in that market too? 

MR. CAMPBELL: Yes. 

COMMISSIONER LEMAN: So I am wondering 
if it ls :not partly a disregard for market forces, 
besides Ee technical obstacles that has created 
the gap. 

MR. CAMPBELL: Well, I am sure the market 
forces are partially responsible. The market forces 


are things which are different tomorrow than they 
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were yesterday, and these market forces about which 
we speak are things that have grown over a period 
of time. . 

Tam suggesting that we try to amend 
them somewhat, and perhaps it is just as simple 
as some of these technical things, so that there 
Ls a general abllity to compete for the available 
funds. | 

COMMISSIONiR BROWN: Wculd an increase 
in rates accomplish Lt? | 

MR. CAMPBELL: I don't think.so. 

COMMISSIONER BROWN: Would: an increase 
help. to close that gap? 

| MR. CAMPBELL: That is a different 

question. Help to close the gap, yes, but an 
increase in rates, in my opinion, alone would not 
close the gap. 

COMMISSIONER BROWN: Would it make 
them more competitive in this competitive market? 

MR. CAMPBELL: Well,. we start now to 
0 around in a circle. I think that an increase 
in rates would help to close the gap, and people 
would make the investments, but they would shy 
away from making too many because the loans are 
prepayable and they would lose their good invest- 
ment in favour of some other longer term invest - 
ment available at slightly less rates, 

COMMISSIONER GIBSON: I ask you one of 
your own doestt one Is a free interest rate on 


N.H.A. mortgages feasible? Would you comment on 
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MR. CAMPBELL: I feel that it is most 
desirable, but that it is only feasible if there 
is a large volume of capital available to compete 


for investment in N.H.A. mortgages. 
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I think it ie something that could be accomplished 
rather rapidly. The effective results of the system 
obtaining under the F.H.A. for mortgages in the 
United States is the free interest rates, and this 
tende to make more mortgage money available in the 
United States than is available in Canada. It does 
not overcome the whole problem, but it certainly 
tends to, and this is most desirable, to have the 
market sens itive to interest rates, and I think, 
in my opinion, that the N.H.A. mortgage rate should 
be free just immediately upon the private capital 
harkett furnishing the N.H.A. requirements in any 
given ghort period of time. : 
| COMMISSIONER GIBSON: You don't think 
thle would tend to cost the people benefitting from 
N.H.A. mortgages any more than the present gyetem? 
MR. CAMPBELL: There would be bound 
to be initial and from time to time minor diglocations, 
but in the long run it would save them money, not 
cost them money. | 
COMMISSIONER LEMAN: Ags an example 
of the stickiness of rates, etc., in that field, 
would you visualize or even recommend, for inatance, 
the C.M.H.C. selling mortgages at 94 -- at a discount? 
MR. CAMPBELL: Well, I don't think C.M.H.C. 
should have ag mene mortgages VO etary wre to pe 
selling, and government selling at a discount without 
the intention to re-inveet and upgrade their portfolio 
is different from a bank or life company doing the 
game thing. Perhaps it is the function of government 
to subsidize the housing industry in this indirect 


way of taking losses on their mortgage investments. 
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3 I don't think they should be re-investing to protect 
4 their yield. I think they should be performing 


5| their function of -- well, the function we have grown 
6 to expect from them as being one of the main 

assists in our soclalogical requirements. 
f COMMISSIONER LEMAN: You would not go 
6 further than just to say line haps i? 
9 z : MR. CAMPBELL: Sure, I think they should. 
10 | COMMISSIONER LEMAN: You think they should? 
11 | MR, CAMPBELL: Yes, I think they should 


12 etill get the best price obtainable at any time. 
COMMISSIONER LEMAN: This has not been 


13 
done yet, has it? 
14 
MR.CAMPBELL: I think they have been 
15 


very careful in the way they have been marketing 

16/ their mortgages, and they haven't exposed themselves 
17 to this oriticiem which would be bound to flow in 

18 on them, | | 

19 COMMISSIONER LEMAN: Is that another 
field of unsoph let loat tion? 


20 
MR. CAMPBELL: On the part of the people 
21 
that orittoize, 
yy) 


THE CHAIRMAN: There are no further 
23 questions? I wish to thank you ‘very much for your 
24| presentation, Mr. Campbell; we are very muoh 


25 interested. 


26 MR. CAMPBELL: Thank you for the opportunity, 
Mr, Chairman. 
27 
THE CHAIRMAN: We shall now adjourn until 
28 , 
2rto PM, 
29 


--- Luncheon Adjournment, 
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Sst tee? On resuming at 2.45 PM. : Boia ag 

THE CHAIRMAN: The Commission sano real e3 
Urban Development Institute; Mr.MacDonald? 

SUBMISSION OF URBAN DEVELOPMENT | 


INSTITUTE 
ONTARIO DIVISION 


A PPEARANCES 


Mr. Alan J. Scott | 7 - Past President 
Mr, D.G. MacDonald - President 
Mr. H.K. Morley - Vice-President 


Mr, Alec K. Dixon - Executive Director 


MR. MacDONALD: Mr. Chairman ang members 
of the Commiggion, in my opening remarke I would like 
to thank the Commission for the opportunity of | 
appearing here today and presenting our views. 
I would like also to give you a very quick run-down | 
as to what the Urban Development Institute Le. 
| The Urban Development Institute (Ontario 
Division) 1s an association of active land developers 
in the Province of Ontario. _The institute was formed 
in 1957 in recognition of the fact that the providing 
of land for housing at a price within the means of the 
average person, has become a serious gocial problem, 
One of the major difficulties in the solution of this 
problem has been the lack of a single recognized 
channel of communication between land developere 
and municipal and other levels of Hetty so as to 
permit greater understand ink and cooperation in 


mutual problems. 
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In order to be more representative of 
firme and companies engaged in land development in 
Ontario, theInst ttute accepts ag associate memberg 
certain selected firme in the fields of subdivision 
engineering and town planning. The Institute is : 
‘thugs able to speak with a, ingle voice in the interest 
of better understanding with the various levels of 
“government, to ensure closer cooperation in all 
matters affecting land development. 
Statement of Policy: In march of 1960 
the Urban Development Institute (Ontario Division) 
received ite Provincial Charter as a non-profit 
organization, having the following aims and objectives: 
| (1) to promote well planned communities 
by encouraging the reasonable and economic use of land. 
(2) to promote efficiency and a high 
betandatd of ethics among pergons and corporations 


engaged in land assembly and development. 


(3) to promote understanding and co-operatio 
between pergons and corporations engaged in land assembly 
and development, and municipal planning, and other 
government authorities and agencies, 
(4) to promote the availability of building 
lots at the lowest possible cost. 
(5) to promote revisions in the tax 
structure so that land alone would not be required 
to Brodie the revenue necessary for educational 
and social services, 
| Now, a brief definition of a land } 
developer: A land developer is a person or individual 
who buys land and manufactures building lots. He 


invests his money in the land and Sewere, water and 
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various services and markets a commodity in the 
market, 
Mr. Chairman, on page 1 of our submission, 
Item No. 2, we have a summary of our recommendations, 
five in number, With your permisgion, Mr. Chairman, 
I would like, before going into these five recommend- 
ations, to say that if you have had an opportunity 
to study these recommendations it must have occurred 
to the members of the Commission that there is a 
very basic recommendation which 1elonger term in 
nature STs does not appear here. This, we presume, 
will be stressed very strongly by the representatives 
of the Pian pasar which appear before you, and 
thts ig the necessity for an immediate beginning 
of a detailed study on revision of the tax structure in 
Canada. 
‘THE CHAIRMAN. Well, of course, we are 
not concerned with that so much in this Commission. 
I think you will have to confine yourself to your 
brief. We have read the brief, and if there is any 
material that should have been put in it, it should 
have been before us so that we would have had a chance. 
to corsider it. I would suggest you continue with 
the brief and then leave it open to us to ask questions. 
) MR MacDONALD: Mr. Chairman, that ig 
my intention. I was not going to proceed any further 
with this particular point, and if there are any 
questions we will be prepared to develop them later. 
THE CHAIRMAN: It may be that some members 
may decide to ask questions on that point. 
MR: MacDONALD+. Thank. youjoe4rs.- Our five 


recommendations appearing in this brief, Mr. Chairman, 
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break down into two sections. By reason of the 
fact that our membership is basdtdally land developers, 
but. also includes land developers and builders, you 
will note that recommendations 1, 2 and 3 refer 
to N.H.A. loans and mortgages in general, whilst 
recommendations 4.and 5 have Snare direct connection 
with land development. 
| | Recommendation No.l: "That the down 

payment for N.H.A. loans be reduced through an 
increase in the maxima by reguiat ton and an increase 
in the percentage of loan tocbnding value. Similarly, 
a further change in the Insurance Act should be made 
to permit conventional mortgages in excess of the 
current 66-2/3 per cent of lending value. 

| We realize on this partieular point there 
are dangers in going to extremes both in the amount 
of these loans and the term, but particularly we 
feel very strongly in HBzand. to the increasingly 
present maximum of 66-2/3 per cent on conventional 
mortgages, 

Recommendation No. 2: "That to reduce 
the carrying charges on N.H.A. loans, consideration 
should be given to an effective extension in the 
amortization period.” 

I would like to emphasize the word 
"effective", At the moment I believe the maximum term 
under the Nat ional Houg ing Act 1a 30 years, but this 
is not an effective term because many of the mortgage 
companies -- I think the majority -- do not write 
their mortgages to the maximum term of 30 Sys 

Recommendation No, 3: "That the Bank 


Act be amended if necessary to permit the chartered 
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banks to participate directly in N.H.A. lending 
activity without regard to the current 6 per cent 
interest limit." 
We do not know, first of all, if the 
Bank Act has to be amended. LE WLC Le nol, & 
requirement, or if the Bank Act wag amended, we 
do not know how much N.H.A,. lending would come out 
of thig, but at least the opportunity is there. 
Recommendation No. 4: “That municipalitides 
be permitted to borrow capital funds through the 
National Housing Act in order to install other 
Fanict pal services in addition to trunk sewers 
and sewage disposal plants,*on a local improvement 
bagig repayable through taxes." 
| The legislation wag passed under the 
Nat tonal Housing Act approximately two years ago 
providing for N.H.A. pitene toe of trunk revere 
and sewage digposal plants at the N.H.A. rate of 
interest but with eren an eeton of 25 per cent of 
the work completed before March, 1963; We are | 
Suggesting, thig could be extended to in¢lude auxiliary 
sewere. 
| Recommendation No.5: That consistent 
long-term federal government policies with respect 
. to the f inane ing of land development and housing 
be devised So as to ensure a healthy and cont inuing 


$ 


investment climate," Tyank you. 
: COMMISSIONER LEMAN: Mr. MacDonald, 
in your etatement of policy -- or, at least in 
= your Appendix A, you say that the providing of land 
Biron housing at a price within the means of the 


_. average person has become a serious social problem. 
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When did it become so? Is this a recent worsening 

of the situation, or is it a long-term view you 

have taken. | 

| MR. MacDONALD: This is relatively long- 
term; t would say over the past eight years, Mr. 

Leman. I would say about eight years ago + heiSubiwies n 

agreement -- what is commonly termed the subdivigion 

agreement in the trade -- came into effect. Before 

this came. into effect municipal services such as 

sewers, water, roadways etc., were installed under 
the Local Improvement Act by the municipalities, 
Because of the problems which the municipalities 
began to feel elght or ten eaTe ago with the 
mushrooming growth and the resources they had to 
meet these problems, the policy was changed, It 
began in Toronto and spread throughout Ontario, and 

then Canada, whereby the developer out in at his 
own cost all these internal services -- sewer, 

' water, roadways, etc., and of course these costs 
were passed on to the house purchaser. You will say 
that whether the developer did it or the municipality 
did it, the cost was nevertheless there. That is 
true. There are two points involved here: When 
the municipality did eeunder the Local Improvement 
Act approximately 25 per cent of the cost of this 

was carried by the general taxes, and 75 per cent 
applicable to the abutting property. In other words, 
the Municipal Act envisaged that there was a benefit 
to the whole community to the extent of 25 per cent. 
of the total cost of the expansion of the community. 

When the Subdivision Agreement came into effect 

the home owner carried 100 per cent of ae cost 

of all these services, | 


There ig another point that comes into 
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thig nows When the municipality brought this 
Subdivision Agreement into effect pnereby the 
developer, and hence the house purchaser, was paying 
these services in total, the municipality was still 
in. the position of dictating what services and what 
standard of services would go in. When this 
developed you lost the aheskeeand balances system 
that you had in the past ere the engineering 
department had to satisfy the treasury department 
as to what monies were being expended, and. we 
contend that it is human nature that when you have 


an engineering department or a municipality that is 


not paying any of the cost of this, or do not have 
to find the money for these services, that the tendency 
| is -=- put it conversely: ‘There, is.no. great pressure 
‘to keep this to a reagonable minimum, and this is 
another point I say has increased costs. The standards 
have gone up of servicing rande I would say there 
are two points: No longer does the general tax 
rate carry 25 per cent of the cost of servicing these 
properties, and secondly, engineering standards 
have risen Fone ietanin 
_ COMMISSIONER LEMAN: But under the old 
System didn't some municipalities get caught with 
extension of services that had been 1tll-timed? 
: MR. MacDONALD : I would agree that has 
happened, very definitely. We have a sibalyvielon 
in Hamilton developed in 1912 that hag just been 
built upon in the last two or three years, 


COMMISSIONER LEMAN: So there was a 


reason for this basis of doing things? 
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ne. MACDONALD: There was a reason, 
very definitely: It is the economic problems of 
the municipality, Mr. Leman, | 

COMMISSIONER LEMAN: To deal directly 
with the first recommendation you make, in that field 
due to the National Housing Act there has been an 
improvement bber what it was befores The amount 
of down-payment that people have to put down, and 
the price of houses -- in effect, you are saying 
it has not gone far enough; is that it? 

MR. MacDONALD: That is right, sir. 

| COMMISSIONER LEMAN: By the way, 1s 
the maximum 30 years, or is it 35 years? 

| MR. MacDONALD: It is 35. I said 30, 
and I was corrected by my colleague. 

COMMISSIONER BROWN: On the basis of 
35 years now, how long extension would you have to 
have in order to get any effective reduction in © 
the carrying charges? 

MR. MacDONALD: Ip the wording of that 
recommendation, sir, I think we say that to reduce 
the carrying charges of N.H.A. loans, consideration 
should be given to an effective extension. How 
this is done, I don't know, 

: _ COMMISSIONER BROWN: You must have looked 
at amortization tables of some kind to come up with 
this recommendation: How effective a reduction do 
you want -=- how long a period would it be ‘necessary 
to get the extension for to get that. reduction? © 

“| MR. MacDONALD: What I am trying to say 
is that we are quite happy with the 35 years if 
it is effective, but the private mortgage companies 
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in the main -- I would venture to say that 80 
per cent of the mortgage loans are made on 25 years 
rather than 35. 

COMMISSIONER BROWN: This must be the 
preseures of the market, then, 

MR. MacDONALD: It very well could be, 
but we are quite happy with 35 years. 
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THE CHAIRMAN: ‘Perhaps the mortgage 
companies are right to cut it down to 25 years. 
Why do you think that it should be 35? What is 
the advantage of 55? It means that the average 
monthly eavuene ts a little bit less but not 
80 very much less. 
| MR. MacDONALD: I do not have the 
tables with me, Mr. Chairman, but I would say 
this, and that is, that public housing and 
limited dividend loans are amortized up £6 4O 
and in some cases up to 50 years by the federal 
feevecnment 
|. THE CHAIRMAN: Isn't it better for the 
person to own his house at the earliest possible 
moment instead of dragging it out and the 
difference between the monthly DETAR on the 
one basis is very little from the other? You will 
find that 1t is aery little difference. 
MR. MORLEY: At that particular level 
‘of inoome tt may bring ia very eee number of 
people... A very large Beevers enno: wage earners 
are in that bracket and to lengthen the term of 
the mortgage reduces the monthly payments 
| sufficiently to induce a very considerable number 
of buyers. 
| THE CHAIRMAN: Have you any figures? 
MR. MORLEY: I am afraid we have not. 
THE CHAIRMAN: Take a sample house at 
so many thousand dollars, where does it work out? 
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might be bought by the average working man? 
Perhaps someone could work that out while we 
continue with the discussion to save Cie,’ 

| MR. MORLEY: We really represent the 
land development industry. ‘This is getting into 
the house buillding field which, srreoutee)} is 
of vacy real interest to us but we do not have 
that kind of figure available. 

THE CHAIRMAN: But you are proposing 
that the term of payments should be extended. 
That is one of your points and I am not so sure 
ene this 1s. a sound point myself, | 

COMMISSIONER LEMAN: Mr. MacDonald, 
have you answered the Chairman's question? 

MR. MacDONALD: Well, we do not have 
figures. He has aksed for figures and we do 
not have them at the anetciee 

COMMISSIONER LEMAN: Do you have any 
evidence (still within recommendation number 
one) - do you have any evidence that the insurance 
companies would want a lower down payment and 
higher than 66 and two-thirds eeu cent mortgage 
on conventichal business? 

MR. MacDONALD: The evidence which I 
have is purely personal, sir, but in talking with 
officials of various mortgage companies I have a 
strong indication that in many cases they would 
ZO beyond the 66 and two-thirds per cent. 


THE CHAIRMAN: Well, they do not go to 


the limit now in most cases, do they? 
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MR... SCOIT:... Well, sir, if I may add 
to that, in certain areas it would seem that the 
appraisals on homes are over-appraised so that 
they can stretch this as far as possible in cer- 
tain areas. It would also seem that if this 
were increased it would cut out some of the less 
satisfactory peonna mortgages and it would also 
seem that the older housing where a family 
would like to move into more quickly they could 
more easily move into older housing whereas at 
the present time they are forced through economic 
circumstances to move a long way out and to take 
the Meee san payment under the N.H.A. scheme 
which would allow a ten per cent down payment 
and this may lead to an urban sprawl because of 
the lower cost when one gets further out of the 
metropolitan area. 

COMMISSIONER LEMAN: There is a question 
of leading a horse to water and making it drink, 
Those are two different problems. You point 
out too that on the 35 year effective amortization 
period you find that they do not go to the 35, 
those lending on N.H.A. lands and now what we 
are asking you here is - we are not arguing about 
the desirability of doing it but evidence that 
the insurance companies would want to go further. 
Is there evidence? 

MR. MORLEY: I think there is very 
little evidence but that is the case. There is 
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to 75 per cent. I i not familiar with the 
reasons for this but I know in zeneral terms 
that it is permissible under the United States 
legislation and it is actively being loaned now 
and that other companies who are only allowed 
to loan up to 66 and two-thirds per cent have 
expressed, privately anyway, the wish that they 
could go that far and I think as someone else 
said by higher appraisals this effect is being 
achieved. 
COMMISSIONER BROWN: Presumably if 
this is so we will be having representations 
from these people. 
MR. MORLEY: I would have thought so. 
COMMISSIONER BROWN: They are the ones 
to make the representations. 
MR. MORLEY: It could be so. 
COMMISSIONER BROWN: Going back to this 
first recommendation again: 
"THAT the down payment for N.H.A. 
loans be reduced through an increase 
in the maxima by regulation and an 
increase in the percentage of loan to 
lending value." 
What sort of figures are we talking about? How 
far de you want to go? You want an increase from 
the present. How big an increase are you 
chinietne it terms of? 
MR. MacDONALD: The present maximum, — 


I think, is 14.8 on a three bedroom house. 


oe = a= % Th ’ Set 8 7 : : ~— : Re ae r ont $ 7 
= od 5 a ~ rs : we : z ‘. ee ore en eee 7 - es a 
° : : a : ; monks a ee 2 “ Sf ee ae ie eee o 
Sates t a - 4 : y PF te tS a . 
t " = 7 < . . : rs a “4 - c 7 
: 5 s - A x ee = * is 
i+, * Z : ewe : = . ents “ $1 7 
5 . . . fe . et apne 2 
+ - me ee rene oe ne - 
Settee isms ttt st et lng ee at ett a tt a A ION A ARE CR A CCR ECT me - - . rs oe mania 
: oS 3 : ‘ ‘ - ne | pare cake eT ~ 
teh : = ? a2 eG <2 po Mya < Se a a G ; 
= : : Lg ae ae a ee ae ey. oe a : rt 
+ “ a = 5! - - . J SM he yee ae eter = ’ ¥ 
x I : E 7 cr <a) H pee ws iu 


a: 


“<. 


Spf teint vot namo tee me 
Oe OHawoHs ‘evar btvow I Bt 
aeng ot? sta err: miOnE AMMO TeRTMMID | 


,o8 od bkwoo’ at. ae 
eid o2 oead antes | sMwORH fru TeELMNND 


iM sot Sasmysq’ awob arid sine” | aes | 


“a 


Ue 


AW oo 
, mr Oi ve 
Oe Wea: ar 


|  ebeerrocdt ne nawositd beoubet bd aneol! 

ry brie hottaluaet Vo snitxsin eid! nt 
‘dd wnat to spate od fe sassuoint 
‘ "eutav cantbast ne 
woe Fivods » 


mest aerotort 


Nethercut &é Young eh byl bs tees 


Terente, Ontario 

MR. MORLEY: I think it is possibly easier 
to think of this from the point of view of the - 
down payment. particularly in the metropolitan 
areas. It is extremely difficult to produce a 
house today in a metropolitan area such as Toronto 
on fully serviced land requiring a down payment 
as low as $3,000. It is extremely difficult, 

a detached house. It is more: normal for $4,000 
to be called for. 

| COMMISSIONER BROWN: How expensive 
a house is this? 

MR. MORLEY: Say $17,000 - $17,000 or 
~ $18,000 and it would seem nove desirable to 
approach 15 per cent equity than as it often is, 

20 or 25 per cent. | | | 
COMMISSIONER BROWN: You do not think 
_that somebody who is building that expensive a 
house should tude be able to pay down more than 
15 per cent? 

MR. MORLEY: It is very nice if it can 
be done but normally there are so many other 
attractions for using that money before it 1s 
saved up. 

THE CHAIRMAN: TI suppose there are not 
many new houses you can buy for less than $17,000 
fn the Toronto area? | 

| MR. MORLEY: No, there are very few, 
es THE CHAIRMAN: Is that so? 
MR. MORLEY: Yes. 


COMMISSIONER LEMAN: Do you think there 
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might be a danger that with all these so-called 
improvements for the house owner you would end 
up by making house ownership oveya period cheaper | 
than renting the same accommodation by causing 
the borrower to have such a low equity or 
building up an equity in his house so slowly 
that you would run into irresponsible behaviour? 

Isn't there a little evidence that you can run 
into this? I think in the States they may have 

Pha some indication that there are practical 
limits. If you go beyond those limits you do 
run into such behaviour, 

MR. MORLEY: Yes, I would agree there 
is a danger but at present we Ae a long way 
from it in the urban area. We are getting back 
20, 25, 30 per cent or even 33 and a third per 
cent in the case of a conventional loan and that 
1s we would think sufficiently safe to allow 
of reduction “ee it reduces the danger of 
the second mortgage method of financing which 
Ls much more vicious. 

COMMISSIONER LEMAN: I was referring 
mainly to the N.H.A, 

MR. MORLEY: Even second mortgages enter 
into the N.H.A., operations. 

- COMMISSIONER LEMAN: Then that comes 
back to Mr. Brown's question, what are the limits 
you would recommend of both types? 

MR, MORLEY: I would think that it is 


too complex to give a categorical answer on this 
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because there are so many factors involved by 
virtue of different locations and values but I 
would in general terms say that a 15 per cent 
equity should be adequate and should be aimed 
ati 

THE CHAIRMAN: What percentage was that? 

MR. MORLEY: 15 per cent. 

THE CHAIRMAN: Well, one of the diffi- 
culties is that you reduce now the equity and 
then the prices go up. Very often they tend to 
rise as the result of that? 

'MR. MacDONALD: That would be so if 
there were only first mortgage financing but I 
think what more often happens is that a second 
mortgage. is entered into and the purchaser may 
only put ten per cent equity in and may borrow 
66 per cent by first mortgage and the balance 
by second mortgage which is much more expensive 
and much more onerous. We do not suggest that 
this is a simple problem. 

THE CHAIRMAN: Well, the N.H.A. has 
already made a reduction some time ago and I 
‘suppose now the spread is greater because of higher 
costs in building houses? 

MR. SCOTT: Perhaps it is not a case of 
bullding houses that is the trouble here so much 
as the provision of the land for them with the 
additional funds. 

THE CHAIRMAN: Well, I would add that, 


yes. 
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COMMISSIONER BROWN: If there is greater 
demand for these houses by making it easier for 
people to buy then there would be more competition 
for the land ‘and the price of land certainly does 
not get any cheaper under those circumstances. 

‘MR. SCOTT: This depends upon what 
trunk servicing had been carried out by municip- 
alities to ensure there was not a monopoly in 
one area, 

COMMISSIONER BROWN: Then the costs of 
service would go up? 

MR. SCOTT: The cost of servicing 
necessarily must come in advance of development 
of the land and in many cases it has been left 
to the devebpers to do this rather than tradi- 
tionally by the municipalities over the last few 
yenen and this recent change in the N.H.A. which 
has made moneys avaliable to the municipalities 
has been a great help in stabilizing the cost of 
raw land. 

| COMMISSIONER BROWN: In Appendix B 

that you have, is a copy of a resolution, and I 
was wondering a2 you*oouldrolarify. Io'for us. 
The resolution reads after a lot of 'whereases": 

‘THEREFORE BE IT RESOLVED: 

(a) The sale of Federal-Provincial land 

by public tender, Oa Uae some other 

basis calculated to result ina proportign, 


at least, of the profit involved in these 


operations being realized, would result 
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"an sufficient funds accruing to the 
Federal Government to finance the 
proposed installation of trunk ser- 
vices in the municipality in which 
the Federal-Provincial Land Assembly 
has taken place." 
Now, at first reading that sounds as though you 
recommend selling these lands by auction because 
thereby you get a higher price for it or the 
government would pe a higher price for it and 
this profit would be available for other land. 
eee a little contradictory because it 
sounds CeCang ace you are trying to get a higher 
price for the land in order to get land cheaper? 
MR. SCOTT: There have saat acquisitions 
of land: principally, I think,»in 1954 in this 
Spe by the Federal-Provincial Partnership 
and these lands, except in a few locations, have’ 
ee undeveloped either because one of the 
two partners or the municipality has not wished 
to go ahead With that development. There has 
been no demand for it and at the time of this 
resolution which was presented to the Minister 
of Works - and : believe this hades bearing 
on the provision of funds for trunk services - 
we were looking for a place to say to him: "Le 
you sell these lands then you can build trunk 
services, the trunk services which would keep 
a land Ake down which was Ge caonaent of 


putting together this Federal-Provincial Land 


Uo (gc 
+ rae 229 Vika oY ; 
“poy raved? ae. abavios. tect aathas me a 


¥: aoe 
J 


Lae es W 
~ a 


sau soed fottous wv ebast ssortd aniiton } 
arid 10 gt wot settg terata 2 toa oY. 


‘bas ¢2 10? eoleq tedetd « toa biuvow nent voR 


er serito sot eldslisve od biuow ditorg ets ry) a f | 


a 
i ee ey 
' 


#2 opcnced wiostotberdios eters a abmwos, ae 
torigint se pores od goiyrtd ets woy deuods on: — ot 
| srcmsgapiede bosl tea. od aebto mt Snel one tot 904 39 
| snot tiinpos gased ever oted? PTROOS. AM 
eidd nt #8eL at Aosta t cufeatonkag hatha 20), a 
| qutr iatontued felostvord-Letebed aid. xd contvona | e 
| eved  .ecottpsol wet sal tam exe ,aboal seed bas 
ai? Io eno seusoed tortie begelsvebm beatsmes “| 

bere tw ton ash wtiisqtotaun oft *o arenirtsq om 

asd sted? _»tremdoieveb tari? oth tw. beets on ot * Hf 


tdd to iat otid ts Bae 22 x02 bremeb On. seas 


sedelalM eit of betneesta eae dotds mosmitoesn 


anivsed emoa bed aids eveiisd I brs, - set 26 — 


in 
ne 


t 


- asotviee Anwtd co? ebrgl to, nadenvorg ot mo 


Ve he 5 
1f' wit ot vse 0? soalg @, 7% antiooL o7oW | a is 


Havas bLted ago ed wi . antutneded 


i 
A 
ee pee 


| 
. 
| 
. 
| 
. 
| 
_ S@eet bivuow Ao.teiw eectvtas any? 


Nethercut & Young aay ted =k, eae 


Terente, Ontario 
Assembly scheme. But then you sell this off and 
you would expect trunk service, sell it at the 
highest price and then the municipality might 
spend the money in various trunk services and we 
will proceed and the inter-governmental differences 
may thereby be resolved." 
| MR. MacDONALD: I think, to add to Mr. 

Scott's remarks, that it is our feeling that 
like any other commodity the more stock you have 
on the shelf the lower the price will be and 
the greater the competition. And we think the 
greatest factor in keeping land prices down is 
the presence of trunk sewers; in other words, 
there is serviceable land available and it is 
on the shelf, so to speak, and more competition 
is developed. The reverse situation is where 
‘one developer builds his own trunk service and 
one developer has the cash to extend the trunk 
tee to his own piece of land and he has a 
monopoly and you lose all competition. 

tgs COMMISSIONER LEMAN: Isn't what you 
have just described the mechanism which tends to 
raise raw land as well as serviced lands? — 

MR. SCOTT: That. 1s right, sir. 

THE CHAIRMAN: I don't know whether I 
quite understand it or not but is the effect of 
what you say that if trunk sewers are put in over 
the whole area where the land is undeveloPed 

then each lot in that whole area will be less 


expensive because there is not a small monopoly of 
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trunk sewered land in one portion of the area? 

MR. MacDONALD: We say extended within 
reasonable limits. 

THE CHAIRMAN: Yes, but there should 
be laid out a development looking ahead perhaps 
for a Ae ernecs tp when the trunk sewers 
are installed but otherwise if it is developed 
piecemeal ed have to put in a trunk sewer here 
and a trunk sewer there and it may be developing 
a problem and be more expensive. And the other 
eereat of it, as I understand you, is that if 
the trunk sewer is only put into a small section 
to begin with that puts that Revere into a 
sort of monopoly position as the owner of trunk 
sewered land. On the other hand, if another 
developer wanted to develop property next door 
he could put in a trunk sewer of his own, I 
suppose. ‘ | | 

MR. SCOTT: This would appear on the 

face of it a is true generally but you have 
asnthain limits to where your sewaze plant is and 
where your trunks come out. You get to a point 

eens ocker of the:-- | ! 

THE CHAIRMAN: Well, I think I see the 
“points: t ean see the value of that. 
| MR, SCOTT: This would also, sir, 
apply if one could extend that type of policy 
to other services which would benefit the muni- 
cipality. I don't know if it .is in order for me 


to expand on the fourth item, sir, because that 
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4s the one where we talk about the trunk Sewers: 
sewage disposal plants, etcetera. 

THE CHAIRMAN: Now, they can borrow for 
trunk sewers only, is that right? 

MR. SCOTT: That is correct, sir. 
Through the N.H.A. they may borrow for trunk 

_ sewers and this has helped very considerably be- 
cause they are able to borrow at a better rate 
Han MoH ey would otherwise be and they can then 
keep ahead with services. Now, if it were possible 
to extend these other municipal services then the 
municipalities sata have overe aie certain of 
these major problems of expansion that they have. 

This extends particularly, of course, 
to their main expense today being in education 
Pree nattievcaiing ao much of chala budget that 

anything that will help any Bihan obaae is 
extremely helpful. 

COMMISSIONER LEMAN: Mr. MacDonald, in 
your paragraph elght in your brief there seems 
to be a hint phere the Cian weuid dike tie elon 
of funds for residential construction to be in- 
sulated erdn monetary poriey Is that really 
your suggestion? 

MR. MacDONALD: To the extent yes, that 
the housing business - and by that I include the 
development business to some extent - has been 
an economic tool, I guess is the. best word, 


used by the government as an economic tool. This 


creates a situation whereby builders find it very 
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difficult to plan ahead, developers find it very 
difficult to plan ahead. You have a very fluctu- 
ating mortgage situation. At the present time 
most companies have money coming out their ears, 
to use the vernacular. By this time next year 
the situation may be reversed and if we are 
going knee progress in housing I think the 
SpdcescutiC going to be in the field of in- 
dustrialization and until this problem is 
overcome it is very difficult for builders to 
make much capital investment in order to improve 
methods of building houses and take advantage 


of industrialization generally. 
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1 COMMISSIONER LEMAN: On the other hand, 
2 Mr. MacDonald, what would you say is the present 
3 situation? Is there a shortage of housing or 
4 is there a little bit of over-capacity right 
5 now? 
6 oa" MR. MacDONALD: I woud say at the 
7 moment there is a bit of over-capacity as of 
8 today. I will qualify that by saying in a price 


9 bracket over and above $17, $18,000. 


10 COMMISSIONER LEMAN: Do you subscribe 


11. to the opinion of certain people to the effect 
12 that construction is one of the biggest factors 


is the cycle in creating demand for goods and 
services? 
MR. MacDONALD: I would certainly 
subscribe to that. 
| COMMISSIONER LEMAN: Therefore is it 
not a little bit dangerous to say "let us 
- insulate it from the effects of monetary policy" 
if it is such a’large factor in the whole? 

: MR. MacDONALD: I would answer your 
question by saying hint it isa matter of degree. 
ct think we would like to see it less exposed 

than tt is at the moment and has been over the 
last 15 years 
COMMISSIONER BROWN: Everyone wants 
thas ve | 
THE CHAIRMAN: Is not. one of your problems 
then that in certain times there is a very great 


demand for housing, and there are a great deal of 
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Terente, Ontario xis 
houses built -- some of them are not too well 
built in those periods -- and then there is a 
temporary over-supply, and that all contributes 
' to the cycle, it contributes to the situation 
which leads to some brakes being applied by the 
central bank? On the other hand, could you 
Suggest or recommend that something be done to 
reduce the number of houses built Se the 
boom Loonee so that there would be an even 
supply of houses being built gradually, perhaps 
more one year to year as the population increases. 
Is that a practicable possibility at all? | 

MR ..SC OTT s Sir, I think that the 
effect of the sudden placing of direct mortgages 
een ghee ae period of duane Lounonts does 
not necessarily eoincide with the need for that 
extra amount of housing. 

The location of this housing that 
appears with direct N.H.A. loans when they are 
suddenly placed in large quantities, is not 
always the best for the industry as a whole or for 
the Biante as a whole, because they bend) to Z0 
in very outlying areas, a large proportion of them, 
that is. 

COMMISSIONER LEMAN: Houenaale you go 
about trying to.regulate the whole situation? 

MR. SCOTT: We are just trying to point 
out some of the problems that are there. The 
solution is not as simple as all that, 


THE CHAIRMAN: We would like to have 
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recommendations from those people who are in the 
business and are presumed to know, 

MR. MORLEY: We would rather have the 
decisions taken by those that are affected, the 
mortgage lenders as they see the market and the 
fociidere themselves. 
| MR. MacDONALD: Just as an illustration, 
Mr. Chairman, of Mr. Scott's point, I do not like 
to localize things but I will go back to the 
City of Hamilton where I think about three years 
ago there was a great amount of money put out 
by the C.M.H.C. in the form of direct loans. 

One particular subdivision where oné of the mort- 

) gage companies that we deal with have about ten 
lots in one subdivision of 50 lots, they have 
something like elght houses unsold, and. the 
remaining 40 lots were entirely built up under 
direct loans from the Federal Government through 
C.M.H.C., and the mortgage company involved, 

with its eight unsold houses, their difficulties 
were increased eightfold or whatever the proportion 
a «er | 

COMMISSIONER LEMAN: Are you suggesting 
that for a private builder to go into an area 
where another builder has made inroads to a great 
extent is a dangerous proposition, that he should 
not work in the same area? : 

MR. MacDONALD: Basically I think it 
could be summed up by saying = and I think this 


is the consensus of this Institute - that government 
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is best out of the direct loan field, except for 
outlying areas which are not serviced by the 
recognized lending institutions; because they 
come in and they disturb the normal market 
working and create periods of great surplus. 

_ COMMISSIONER MACKINTOSH: Then really 
what $8. want is to let the cycle take its 
bourse? | 

MR. MacDONA LD: That is right. 

THE CHAIRMAN: By reducing the down 
payments are you not interfering with the 
Bireative oberattien of the cycle? 

MR. MORLEY: By increasing it we are 
intefering with the cycle? | 

THE CHAIRMAN: By decreasing the 

_ down payment, 

MR. MORLEY: I would suggest by not 
decreasing we are interfering. 

THE CHAIRMAN: Well, I suppose the time 
always comes when the market 1s exhausted, and 
perhaps if you reduce the down payments it might 
extend the time a little bit, but that is about 
ately 

MR. SCOTT: Sir, it becomes a question 
of where a family earning a certain salary is 
going to live, and whether it can afford tno move 
into the avésominase the present conditions. I 
am afraid that we are referring largely to the 
metropolitan areas where this problem exists. 


They either go into the older homes where 
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they must have a first mcrgage which can only go 
to 66 and twotthirds per cent and then make such 
secondary arrangements as they can, or they have 
to go into the outlying areas with the minimum 
as it is at the present time, the minimums be- 
coming very high in these metropolitan areas, 

That is why we are suggesting that there 
isa Werks population which is not covered, does 
not have dig dopport unity to move into single 
family homes. 

MR, MacDONALD: On that very point, 
Mr. Chairman, I would just like to enlarge upon 
Bit and say that I am on the Urban Renewal 
Committee in the City of Hamilton, and we feel 
thatin ‘connection with this increase of the 66 
and two-thirds ve cent conventional loans, that 
a lot of the work which our body is presently 
doing of the selected area in the City of Hamilton 
“eould not be done otherwise than this particular 
area, because once an area is designated there 
isa blight put on it; but in adjacent areas 
which may be declared urban renewal areas with a 
lot of subsidies in the nature of wite-down of 
land veikde chan On amounts to 50 to 80 per cent 
of land values on the average, could be avoided 
by the development of reasonably high conventional 
mortgages and N.H.A. mortgages on used homes. 

L think this would offset, would 
bring about a situation where redevelopment 


could occur through DYrivate interests and avoid 
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the great subsidies which are presently going into 
this urban renewal. 

COMMISSIONER BROWN: Are you not in 
fact saying that when money is made more avail- 
able, the price of housing is going up? 

MR. MacDONALD: What I am saying, I 
fam drawing the analogy, I would like to draw the 
analogy, Mr. Brown, of the used car market. If 
the facilities were sc Ne SP as they are 
and have been for some time, for a teaatanet 
automobile dealer, the man in the profession, 
to take in a een car, refurbish it and resell 
it to the public, I think human nature is such 
that we would see a great deal more apes 
travelling the road today. 

ne apply this to the housing field, 
that if N.H.A. loans were gvadlable on used 
homes, first of all you aaa avoid all this urban 
sprawl which we have today, because people have 
irae to the reac and the periphery of the 
community to buy houses with low down payments; 
secondly the builder would be able to take these 
houses on trade, refurbish them and at that 
stage when they are about up to C.M.H.C. standards, 
he gets an N.H.A. loan. I think this would do much 
to remedy the deterioration that is taking place 
in our cities, 

The question that is thrown back at 
you in that connection sometimes is that there 


is a shortage of mortgage money and where is this 
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money going to come from for these loans? I 
think the answer to that to some extent is that 
if the subsidies which the government at various 
levels are putting into. this thing, which I say 
averages 50 to 80 per cent of the value of the 
land, if this money were left with the taxpayer 
by the normal cycle it would be invested back 
by the public in the form of mortgages. 
COMMISSIONER GIBSON: And the reason 

this does not happen on conventional mortgages 
ia the 66 and two-thirds per cmt PURER neat 

| MR. MacDONALD: Yes, that is a big 
factor and I think, Mr. Gibson, that to get this 
thing rolling in these areas, because of this 
situation existing now, and these areas have 
deteriorated to some extent, that it is going 
to take N.H.A, erate to get the campanies, 
coon ee lending institutions started making 
reasonable loans in there, and I think once they 
get started and see these areas develop they will 
be into conventional loans too. 

THE CHAIRMAN: Further questions? 

Thank you very much, gentlemen. 
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SUBMISSION OF THE SECURITY 
ANALYSTS! ASSOCIATION OF 
TORONTO 


APPEARANCES: 


Paul S. Deacon » President 


Leonard E. Barlow Vice-President 


Philip W. Speller - Secretary 
eB PUrdy: - Treasurer 
D. Stanley - Past President 


C. W. Goldring Director. 


MR. DEACON: The S&curity Analysts! 
Association of Toronto is one of 28 member 
societies of the Financial een des Federation. 
Two of these are in Canada and the rest in the 
United States, Among the Federation's main functions 
is one described in the constitution as follows: 
"To work toward improvement in the quality and 
quantity of financial information disseminated by 
corporations; to make and publish surveys and studies 
with recommendations for improvement of corporate 
Mndieter repost!" 
Analysts are Heseeauea Ln promoting 
peues information for several Pons one Two of 
the most important are:. 
‘Adequate information ‘is stata a. to 
“assess caine tae ea industries and hence their 
securities. If investors are forced to appraise 


values on the basis of inadequate information, they 
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ee more likely to make bad decisions and to lose 
confidence in investing. BAS § | 

Good information, widely disseminated, 
promotes broader (ae aweee in.a security. As more 
investors become interested in. ar ‘took or bond, 
it becomes much easier to buy: or, set vatee 
security, and both buyer and seller’can aga one 


confidence that the price is fair... Development 


of broader .and more dependable markets for 


as securities makes it easier: to finance projects in 


Canada aie to promote still wider WARD SHED of 
existing companies. | 

Our Association considers the existence 
of adequate corporate kutuonetd CARD be of con- 
cern to this Commission because broader ownership 
of securities by Canadian individuals and insti- 
tutions is vital to the development of Canada's 
business and industrial life on a sound basis. 

The provisions of the federal and pro- 
vincial companies Acts which set the minimum 
pearde cde potintck of the information now available 
on Canadian companies, waue written, in the main, 
to protect minority owners from the abuses that 
might reguat from the actions of the controlling 
shareholders, 

OUr purpose is much broader. We do not 
quarrel with the right of the majority to rule. 
We suggest, however, that management and. the con- 
trolling shareholders consider minority share- 


holders as partners and provide them with informa -_ 
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tion that will allow them to be intelligently 
informed about their company's affairs. Because 
| this information is made public to shareholders, 
it should also be made available to all investors 
so that a more accurate appraisal of ihe company's 
securities can be made. 

We commend the Investment Dealers' 
Association of Canada and the stock exchanges 
for their endeavours to secure better standards of . 
information. | 

Many companies, through enlightened 
self-interest, on voluntarily going far beyond 
the legal aa ames by providink better and more 
focanent datormatt ce on their affairs. However, 
we believe that some Penna e tor, tay be needed to 
bring other companies up to adequate standards. 

We propose to discuss the present state 
of information on publicly-owned companies under © 
the following headings: 

| 1. Annual Reports. 
2. Interim reports. 
3. Proxy futeonstton' 

I, Prospectus information. 

5. Jurisdictional problems, 

In this, brief, we cannot go into detail 
on all the aspects of the problem. However, here 
are some of the recommendations to which we wish 
to draw special attention. 

I would just like to makeione other 


mention about our group. We are made up really 
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of people working 
and selling side, 
Bhar as insusehice 
that type. There 
dividuals working 


group. 
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on securities on both buying 
from banks, institutions 
companies and investment houses, 
is a fairly a POD of in- 
on security analysis in our 


Pad 


COMMISSIONER LEMAN:* Mr. Deacon, 


of the things you would like to see bring about 


this better standard of reporting how much do you 


think has the Stock Exchange put inta force 


themselves alone for listed shares? 
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MR. DEACON: I can only go by the! 
experience in the United States, perhaps, where 
the top exchange back in 1926 -- I think at that 
time they had something like 35 or 40 per cent 
providing an interim report. They sent out a 
letter requesting that the companies try to provide 
ehiee They started to put some teeth in it by the 
early 30's when all the investigations into the 
market were going on, They finally got to the 
stage by saying that new listings by a company =- 
a condition would be that they provide interim 
reports. So that now, I think, 96 per cent provide 
information. There are only l per cent, or less 
than 1 per cent who don't provide it, and gome 
provide it quarterly and some on a semi-annual 
basis.. So, in this instance at least the Stock 
exchange has been able to bring this in in an 
effective way. It has not extended too far beyond 
that, Hot the top New York exchange has achieved 
this, 

| COMMISSIONER LEMAN: But if a stock 
exchange wanted to do it, they could do it, couldn't 
they? 

MR. DEACON: Yes, I believe they should 
be able to do it on the basis -- they have started 

a procedure here but so far have not made aout 
progress, _ 
= COMMISSIONER LEMAN: Do the stock exchanges 
basically agree with all that you feel is the required 
minimum for good standards? 
| MR. DEACON: I don't know; I can't 


answer for them. I think they generally agree that 
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interim information is desirable. So far they 
haven't apparently felt that they Sah push it any 
further than that. ; 

COMMISSIONER LEMAN: In paragraph 6 at 
the beginning of the summary you say: 

"We commend the Investment 

Dealers' Association of Canada and the 

stock exchanges for their endeavours 

to secure better standarde of information," 

You commended them, but would you commend 
them even more if they got eaeeener and said, "We 
are going to have these standards and that is ali"? 
| MR. DEACON: Yes, I think we would. 
E think they have got -- they have etarted and done 
‘something that helped improve it, but eo far I 
think we would feel they haven't gone far enough. 

COMMISSIONER LEMAN: I am really leading 
up to my questions; these are interim questions; 
Would you plump right down for an S.E.C. in Canada? 

MR. DEACON: No, I think not. In fact, 
I think our brief explains this a bit. We think we 
would like to avoid a bureaucracy where everybody 
has to file every piece of informat ton with these 
‘pesple and have it looked over. The experience 
in Washington, the S.E.C. has done some wonderful 
things for the information available from companies, 
but it also etd meant a proliferation in the number 
of civil servants and the cost of doing business. 
Anyone who hag to do an underwriting through the 
S.B.C., compred to the cost up here it is very great. 
What we have tried to Suggest -- we donrt know the 


angwer, but we have tried to suggest if some way 
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‘eould be found for requiring that this information 
be provided and then a penalty if you don't do itv 
and a way in which a shareholder who felt he had 
not been given sufficient incasmebion could appeal 
and get that information fairly cheaply. I think 
some of our laws now would give them a fair amount 
of protection, but*1t 1s so.costly to get involved 
that the companies can ignore it. 

COMMISSIONER LEMAN: Perhaps I am not 
be ing very subtle, but it seems to me you just admitted 
that the groups who should enforce this without | 
intervention by the legislature don't do it, and 
yet you say let ug not ask the legislature to do it 
either. So, who is going to do it? 

-MR. DEACON: I think I should put it 
thig ways We think there are two groups who are 
in a position to do it without legislation: One 
is the ct oak exchanges and the second the I.D.A., 
and if they feel they are not in a position to do it -- 
and up to now they haven't done it -- then the third 
one igs some stronger compulsion in the law, When. 
i BAY we don't want an S.E. C., I am gaying we think 
you can have stronger toga minimums and still 
not get to the large organization necessary to police 
things that would go with an S.E.C. 

THE CHAIRMAN: Isn't that the whole © 
Poatiricuity with laws? If you cannot enforce them 
what good are they? Laws of this kind require 
some special means of enforcement otherwige people 
don't obey them and nobody takes any interest in 
seeing that they do -- or, they do it at some expense 


to themselves, as you say. I am not suggesting I have 
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any strong views about an S.E.C. in Canada. I see 
many reasons against it, but this security business 
ig a very difficult pon eue ee to handle, ag you know, 

MR. DEACON: I Chink we would expect 
to do the jobs we are asking to be done that there 
would be some increase in personnel or in the quality 
of personnel so as touensure the administration is 
well handled, because I don't think they can physically 
cope with gome of the things we want done. On the 
other hand, we think ky. providing a@ board or a court 
to which you can go =-- we Suggest something like 
the Tax Appeal Board is and I have forgotten what 
the costs are: About $100 or something-- maybe 
$25, where you can go and have your day inccourt 
without going through all Cherise eet ee hiring 
lawyers, and go on, This 1s one reason we put that 
in the brief. In other words, we feel that most 
shareholders --- 

THE CHAIRMAN: They don't want to hire 
lawyers -- that is it? 

COMMISSIONBR BROWN: Perhaps we should 
ask the opinion on the stock exchanges. In the opinion 
of your association do you think if the stock exchanges 
said that any Pochiaiti da that did not supply this 
information by the end of 1963 were going to be 
delisted cos go you think they are ina strong enough 
position to do this? 

| MR. DEACON: I think that they are getting 

to the stage, yes 

COMMISS IONER BROWN: Do you think they 
are now? 


MR. DEACONs Yes, I think so. 
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COMMISSIONER LEMAN: Would you say 
definitely they would be strong enough if the 
I.D.A. was fully behind them too? 

MR. DEACON: Yes. I will tell you what 
I have run across before, and if you have competition 
between the Toronto and Montreal exchanges, if you 
got Toronto, Montreal, Vancouver agreeing they 
were not going to accept Iifstings from conipanies 
who didn't live up to these standards, if they all 
got torether and said; "We will tick them off the | 
board", I think it could be done, But at the moment 


they so far don't seem to have reached this kind of 


“approach, and among the dealers it is a difficult 


thing. They will say, “Another house will take this 
if you insist on providing quarterly reports. We 
don't want to make them and we will go to a house 
that will underwrite our issue that doesn't insist 
on that", I don't know of such really concerted: 
action--- 

| THE CHAIRMAN: Doesn't it really get 
down to that, that if the stock exchanges and the 


I.D.A. were serious with ‘it themselves and prepared 


to handle it themselves and discipline their own 


members and imake Sure their own members did supply 

the quality and quantity of information laid down, 
then you would not have to have any outside policing 
at all. But the difficulty aheee with an organization 
of that kind in putting them into the position where 
they have to“pollee their own members, It is a very 
difficult position for them to be in, but the game 


thing applies to all professions ---the medical 


profession and the legal profession, There is no 


aie “ta ao 808 Etter ney Wooam mt 
a tioa:taxeqnine avert oy 12 bas .eroted: sso ae 2 
‘woe Tt ,segmédoxe Ieerdaol bas odnoto' 
ce ane yeds gelesige vevroorsl Leonia ener 103 o li 
ah ‘ aetneqios moxt sgatietY 3q9908 of gatos ton ie ay 
£68 yond UW, abrapssde seed? of qu evs 3hnblo can fot 


% 


4 


| edt 30 mad? otott fet ol” [niea bos redtego? to3 ee i 
etoanet ot 40 Wh .900b ed bluoo 3t dota 1.6 4 sn 
te Sota abd acne avaed of moou. 2 cop Hl 08 ase 
Shuol tity aut sf eralaep. od? grons iris sdososage ii 

| afd exe? ilfw eaued tedtend" .yee [hiv yodT waatdd 
oh ,adroget pivedizaup gitbiveng, a0 jatent HOY uu 
gtivod a of om Lflw ew has meds sem of, Jnew anon 


‘talent t'orech Jad? suaet two otiuwirebas: ditw tats | 
‘betreorcs ¢ilest dova to word t'nob I, "Jedd m0 ; le 
, | we | ~wsnottos Mee 
| teg ylieer 32 d'mecod <MAMALAHD ANT | | doc i 
. edd bas Boegnaioxts woods ond tL. tadd... Jedd of awob- aa 
| Ser TG, hve goviesmed? 32 Adin auotxes ot ow Shar ie ve 
| mo tied) entiqtosth bas sevissmeds 34, efpasd.o3 | 1" | 
| viquua hth aredmén wo shed? euye evam bes creda : ee 
| wob biel notiemsotnt to yihnsup bas yitisup edt pe 
| _ anfolfeg ebtetuo yas evad of eyed ton biiow woy modd i Hig 
_ foltesimagro a ditw aeatis ytivolity ed, toh ifs. ts ah a 
) Stedw nolilnog sdd otml. meddt art t3uq mt baka jadd to | : 
| a 


yIov £2 oi Ji .atedmem owe nf orf solfoq, a3. ever xedr | 
SRO® 98d. FS 4 irae ment 10%, 20132 n0g neg 2 cuol Tash a 4 ae 
feel pam off? -<< omeaaers ite of 8 Sera. 

on at sedi snoleae ong £1 5 a dais a 


Nethereut €& Young — : 1303 = 


Terente, Ontario 


reason why it should not be done by the stock 
brokers. As a matter of fact, my recollection is 
that the stock exchange does pretty well police 
itself, | 

| “MR. DEACON: They do a lot through their 
filing statements on the mining securities. They 
have preatiy tightened up there. | 
yon THE CHAIRMAN: But perhaps this particular 
problem has not been taken hold of to the extent 
you think it should be. 

| MR. DEACON: That is right. 

: MR. STANLEY: I just wonder if some of 
these einotione fall logically under the function of 
Palatock brokers. Take, (for: instance , me statements: 
One of the statements in our brief is that share- 
holders before voting their stock at meetings or 
be ing asked to vote it should be given certain 
information regarding the action proposed to be taken 
Btsecne meet ing regarding the qualifications of those 
proposed as directors. Why should the repponsibility 
of enforcing the supply of this information be laid 
at the door of the person engaged in trading? Surely 
this is a matter of the rights of the shareholders 
vis-a-vis the company. They iy laid down in the 
Companies Act by the legislature, and isn't it logical 
to look to She legislature to clarify this rather 
than looking to a group of people who are merely 
buying and selling the outstanding securities to 
enforce them? 

| THE CHAIRMAN: If they won't enforce 
'. 1t themsvles, they will have to submit to the 
legislature. If it is. outside that information that 
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f&hould be made available, there may be some question 
about that. 
COMMISSIONER GIBSON: On this matter 
of simply reporting on the state of the company a a 
balance sheets and profit and loss statements -- 
perhaps you could distinguish that from certain of 
_ your other recommendat Lone which have to do perhaps 
— mre directly with the obviously queet ions be tween 
the shareholder and the company. But on this 
question of reporting, why is it such a difficult 
problem? Why is there this reluctance to make 
Patoneatton of. this kind available? Could you say 
a little more about this? There are various factors: 
-Compet it Lon is one. Sometimes companies are very 
reluctant about tte thought of disclosing a bad year, 
for example, or Sharp decline, or something of this 
kind? | | 
: OMR, DEACON: © think that is very true: 
I have seen cases where companies have started to 
make interim reports and suddenly run into a bad 
“per lod and do not like to advertise it. My own 
view is that. if they built up a reputation for 
re port ing regularly, good or bad, ‘they would develop 
a much better reputation in the investment business 
than one that just wants to tell the good news. 
pohosti tion is certainly one of the things you hear 
about, and in this country it is a special problem 
because so many of the competitors are owned outside 
the country and do not have to report, They say, 
"Why should I disclose my sales and interim results, 
and so on, when all my competitors have no compulsion 


at all?", and that is sort of a Special in Canada. 
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Against that, I think the record shows the companies 

7 that do report regularly have not suffered as a 
Peeuit i They have certainly raised their stature 
in the eyes of the investment community. I can 
remember having a call made to-me to find out about 
a particular company: Did I know whether they were 
consider ing bringing out interim reports? They knew 
the background, and that it was a good company, but 
they said, "We can buy lots of others where we know 
we can get interim information, and unless they are 
going to keep us informed we don't want any part | 
of 1tz" I think the ordinary investor, -- I think 
most would agree that this 1s essential -- if you 
have the feeling that when you want to get information 
about a company that you have got it, and that you 
are going to be kept informed regularly. 

COMMISS IONER GIBSON: Did you see actual 
evidence that companies which had a good record of 
financial disclosure do better in selling their 
obligations, and their obligations gell at a better 
price than companies that do not? 

MR. DBACON: I can think of this one 
particular one which sells at a lower price relative 
to its competitors because it has got the reputation 
for not saying what it is doing, and I think also 
you will ‘find the ones that are disclosing it are 
generally the leaders. I don't know which comes 
first, but 1t seems more than an accident that they 
happen to be the one# doing well in business, 

COMMISSIONER GIBSON: But you have given 
a lot of thought to this question of Ghat if reasonable 


in terms of competition and these various factors? 
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MR. DEACON: I have talked to people 
about, for instance, the sales figure, and I have — 
found if I want to find out the approximate volume 
a company is doing that the best way is to go to 
his competitor because he ie usually pretty close, 
and I have talked to accountants about it and they 
seem to agree, as far as they can see, the disclosure 
of this information would not damage the company's” 
interests, 

| ‘ COMMISSIONER GIBSON: You are not talking 
about breakdowns of sthGe figures? This gets you 
into an area where the competition argument becomes 
perhaps a littlersharper, 
MR, DEACON: Not “getatied ones, 

1b 5 i h think in a company that is doing various things, 
a general breakdown of say a pulp business ih aay, 
how much from market pulp and how much from paper, 
or something like that, are not damaging and still 
extremely helpful to the analyst ., and he knows, 
what is going on in the paper marke t and in the pulp 
market and ¢an make some assessments. The same with 
the banks, | ' 

| COMMISSIONER MacKEEN: Wouldn't you agree 
that while a great many companies could disclose 
information’as to their’ sales, there’ are certain 
other clatses that might give their competitors 
information which would bevharmful to that company? 
In other words, they should not do it? I have 
reference particularly to a manufacturer in a specialty 
“line who brings out a new line which may or may not 
increase the sales materially: It would be important 


to his competitor to know the effect of that line. 
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Again, it might be that he starts an advertising 
campaign that possibly would increase sales a great 
deal or only a moderate amount, and he wouldn't 
want his competitor to know that. 

MR. DEACON: Yes, I don't think we would 


demand you get down into too much detail. 


} 


COMMISSIONER MacKEEN: What I mean is, 
just the gross sales which would reflect any new 
move ? 
| MR. DEACON: ‘I cannot believe, knowing 

the 1960 figures and the 1961 figures, and knowing 
he started that new line in that period, that they 
could automatically calculate this is what is 
deecint ne for hig volume, and again from experience 
and talking to people, most competitors who are doing 
any good intelligence work at all get a pretty fair 
idea of what volume he is doing by checking the record » 
in other ways. First of all, the other items may 
have been the ones that put his sales up, or it may 
have been much greater because the others went down, 
I don't think you would giving away too much, except 
in a single product company, and even that would 
be unsure, 

COMMISSIONER MacKEEN; On interim reports, 
gay, quarterly, there are some manufacturing industries 
that do a seasonal business: In other words, they | 
may run for two-thirds of the year and just scrape 
along the last period, and that might make up their 
profit for the year, but might not the interim report 
convey wrong information to the shareholders, or 
prospective shareholders, if they just took the first 


three-quarters when they would see the company runnning 
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at a loss, whereas for the whole year they actually 
turned out a profit? 

MR. DEACON: Again, I think our idea 
here is that you would always put these out with 
comparative figures to go with them, and this 
eliminates most of the problems of seasonal business, 
The gas business is a eee one where you might get 
a quiet summer. Union Gas is a good one where they 
‘ do provide them, and there is almost always a loss 
in the first half, but you: have: comparat ive years 
to put up against it. One of the companies puts 
up a five-year comparison, so that the seasonal 


effect does not become a problem. — 
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COMMISSIONER MacKEEN: I think it would 
be all right ina utility business but I cannot 
think of manufacturing businesses where the disparity 
would be greater? 

MR. DEACON: Well, retailers would have 
that problem, for instance, but again I do not think 
as long as you have got comparable figures it would 
matter if you showed a loss in the first half. Nobody 
is misled by that as longias those four or five 
figures are side by side. : 

MR. PURDY: In addition it is always 
posaible to produce year-to-year figures: if a company 
is in a seasonal business so that in the 12 months 
ending, the latest quarterly report can be compared 
to the 12 months ending quarterly and if your 
important quarter is the last quarter of the year 
you can check with the preceding year's same quarter. 

MR. DEACON: Some companies are doing 
that now. : | 
MR. SPELLER: I think it is also fair 
to comment that the natural gas business is about 
as seasonal a business as one could find. It is 
quite usual for ne majority of these companies, 
depending on their franchise, doing all their reporf ing 
in a calendar quarter, They frequentiy report a si 
12-month profit below what they show in the 12-months. 
quarterly schedule. 

COMMISSIONER MacKEEN: They take the 
previous 12 months! figures? ) | 

MR. SPELLER: That is correct and one 
can, of course, check quarter by quarter comparison 


if he desires. 
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COMMISSIONER BROWN: Mr. Deacon, Mr. 
Leman asked you whether you were in favour of an 
S.E.C. type of operation and regulation and I gathered 
that you were not. In view of the fact that some 
companies are under federal charter and a lot of 
companies are under provincial charter and in view 
of the fact this 1s a federal commission how do 
you visualize that we can make recommendations in 
line with what you auvienee without involving some — 
form of S.E.C. type of operation? } 

MR, DEACON: Well, there is a companies 
act now, first of all, a federal compantes eee and 
I would think if it were of a higher standard it 
would help by example to raise standards elsehwere. 
I think you have found that in Ontario. Ontario's 
ig now in many respects a better act than the federal 
act and you have seen British Columbia and Saskatchewan 
follow pretty much the same pattern, 

: I think you would then see some more 

| effective provisions coming through if we had a good 
federal act. We would have a chance of having the 
Bthed provinces Sine into line. 
| We dig not want to get into the 
constitut lonal part of it. We realize there is a 
problem of a central authority under the B.N.A. 
We wolldered if there might be some opportunity 
through the fact that this might be considered 
inter-provine lal trade by which the federal government 
, could have something to say about what Bod on in 
the securit tes business, | 

There has been some movement towards 


uniform working out over the years. It has been 
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pretty slow. Maybe the Commission could find a 
way of recommending ° how it could be speeded up 
but as you know, they were working on a uniform 
companies act and have been working for some years. 

"COMMISSIONER LEMAN: Mr, Deacon, if I am 
right in continental Europe there are a large number 
of companies that do not report according to your 

, standards » and large ones too, and as I understand 
it that makes North America rather reluctant to invest 
because of that reason but within their own area 

ios do they contend with this lack? The public seems 

to be reasonably satisfied, doesn't it? 
| | MR. DEACON: I think what happens 
characteristically there is that there are sort of 
large bank associations with some of these companies 
and the technique, as I understand it, is you get to 
know the people in the bank and the banks keep close 
touch and sort of know which books they are using. 
MR. SPELLER: Also too, I think it is 
vlads to comment, that they do not have the broad 
Securities ownership in general there that we do. 

» MR. DEACON : It is coming. Germany has 
greatly strengthened their requirements, They are 
very aware of this on the Volkswagen issue, I think 
they put out, to try and develop a broader ownership. 
‘I think they are com nene ound to the North American 
approach, | | 

COMMISSIONER LEMAN: I would like to ask 
you another question which is a little bit out of 

| your brief because you have covered the area of 
reporting mainly but in discussing the advisability 


of having an S.E.C. there is another aspect there 
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and that is equitable dealings in securities. From 


that angle would you care to comment on the advisabilit 
of having one or not in view of the facts of the 
case in Canada? 
MR, DEACON: We have not really gone 

into this part of it, I suppose, but again I think 
if you provide a proper information on which to base 
decisions to buy or sell which is what the individual 
‘has to make and through your sacinit ies) connne eon 
make as sure as possible phat the people who are in 
the business are competent anjwell qualified, then 
I think that our suggestion about providing a sound 
law and penalties and a third part, to make a 
person nce just have a penalty and go on doing it 
but forfeit the stock I think that may achieve 
something reaily. Our securities commissions here 
are pretty active and you can see how as a bad 
apple get thrown out of one they would try another 
province and then they would get thrown out of that 
and shifted on to another and as they total standards 
are rAised eventually we would hope to solve that 
problem through a better act and better administration, 

| _ COMMISS IONER LEMANs You see, you are 
security analysts and through these reporting suggestion 
you have. made in the securities field you are addressing 
yourself to the sophisticated securities investor 
but what I am worried about is the unsophisticated 
investor who practically has to be protected against 
himself, doesn't he? 

MR. DEACON: Yes. 
| COMMISSIONER LEMAN: You will find that 

although securities analysts will go to great trouble 
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to analyze an investment and recommendations are 
made to others I think you will find the average 
shareholder who is not a professional in Canada does 
not even read the annual report. 
| MR. DEACON: Iam not too worred about 
this because I think most investors do consult their 
broker and if the broker is well qualified and has 
access to information he can advise them and they 
are ‘more. pikene to listen to him. I think you have 
got a better chance of keeping it straight if. you 
have got the information. 
| COMMISSIONER LEMAN: There are a couple 
of "ifs" in your answer? 

| MR. DEACON: Well, when people seem to 
think there is something mag ic about the long distance 
telephone call telling them that if they buy a 
certain stock they will double their money Oe ae 
i do not Know how you can get that fellow off the 
Pict. 

MR, SFELIBR: If I may, I think that it 
is true a sophisticated investor has generally for 
many years in most communities had the information 
he needed to make his investments, Certainly the 
broader type disclosure that we are interested in 
achleving is designed to help primarily if not 
entirely this very small investor and certainly, as 
Paul has pointed out, the availability of this 
information does allow those of us who arein business 
to be in the position of counselling small investors 
as opposed to large ones. 

COMMISSIONER GIBSON: Could you on this 


Subject give us some idea of what proportion of the 
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brokerage firms you have as active members of 


your society? — 

MR. DEACON: We have 268 members, 

MR. GOLDRING: I would say by far the 
vaat majority of brokerage houses would have members 
of their firms members of securities analysts. It 
would be wellover 90 per cent if you want a percentage 
figure, 

- COMMISSIONER BROWN: But is it at the 
department level? 

| MR. GOLDRING: It depends who attends 
the meeting. Even if the membership is in the 
partner's name it may be somebody in the analytical 
department who attends. 

COMMISSIONER BROWN: Does he carry 
a vote on the stock exchange? 

MR. GOLDRING: Our membership would 
generally not, no. 

- MR. DEACON: I think thereis a greater 
attent ton paid to the analyst now because if. they 
want to sell institutions or anything else it is 
competition of people with re nae tae ier possible 
and the best analysis of the value of securities 
and agood record goes a long way to get in the door 
the next tne 7 
| COMMISSIONER GIBSON: This applies to 
the Sophisticated investor but not necessarily the 
small investor. 

| MR. DEACON: I think the smallinvestor 
is the same thing. If he has done reasonably well 
and a sound securities analysis hae® produced that 


- Yesult. he is willing to go back and invest again. 
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I find, for instance, on investment clubs -- we get 
a lot of mail on these -- they get books on how 
to analyze securities and they say: “Can you provide 
the sales figures for such and such a company?” 
Sometimes they says "I cannot find them-anywhere in 
the United States?" And yet this is a basic analysis 
‘Which they are supposed to have, There are literally 
thousands of these people around and I think it ia 
a marvellous potential market for the securities 
business and yet they come up against a lack of 
information and they perhaps make wrong decisions 
or, get. fed up. 
| | COMMISSIONER LEMAN: A little while ago 
ina burst of generosity you admitted the S.E.C. has 
done ailot of good in the United States, Now, can 
you tell us what harm they have done? 
MR DEACON ty 4 Woaa. jv Ty thankitheysereatiy 
increased the cost of doing an underwriting for one 
thing. ZT, don! trknow ~~ maybe some of my underwriters 
here may give you the comparative figures but I know 
_ thecost of putting something through S.E.C. is pretty 
gigantic. | | 
MR. BARLOW: I have not had too much 
direct experience with American underwriters but 
it 1s generally felt that the legal costs are three 
or four, maybe five times what they would be here 
just to prepare the necessary written documents, 
and also there is atime factor involved in the processin 
of the documents down there, Printing costs are very 


expensive and very heavy so in the event we had an 


S.E.C. type of programme here it would certainly 


provide a burden of financing costs of Canadian companie 


- aiseans: abeed s ot ata, tow a _ wi | . 
| uate ont beat, minha: ” 


i; ae Os “astetmoen odd pes atga taldaeteg motte _ 

| te stot ‘8 fant egs qu ome wedd toy, bas aeoata 

|| rotates inom, eosin or bas not jamro% 

ine he sittw often A AA, ASUOL2SIMNOD a | 

“nad Me He oe) welt bet tiabs WOX Uiiaonsaeg, 0 dowd: 4 Cee 
BO, g HOM, cr ee peti edt at boog, 20 dent ‘ — | 


a - . - 4 oe: : ie es i vi —_— i = 
= ue — . > mom os zi = af | aires a6 = .: >a i 
7 ; = oo ae = > et —_ ca Por 7 = “ 
ee Oe is — — - = ~ —: . 
¢ Sus : Bs oo; os 


Ly 


a , 


yoo ery uate, and td hieM +wopaga mm 


aes eer eat 


sort sweeper ym to ome edyen ; mm Wega $08 _ eee - 
worn. D Jue sexogt. ov t Jeusqmoo odd Oy ovis yen ne 
yiteng af .9.a.8 diguondt anon pau agai, fo gagoed? al | 
| | R si sof tnepia” * | i 

down sah bad om: or ae ot a Wontad aM be oe 

duct an ot awe epens msghuema ddlw sonsixegxe | oemtb K te jes | 
Senit era adeou Lages arid Jedd diet ViLerensg, at mo ae i: 
are! od biuow yedd tedw eemtd svt edyem tho oe be las me 

iy Bis 


| 
: 
i 
| 
. 
| 
og jes, 


s Striewuogb nottinw visaneoed ond is ae o tant © 


5 


UE O48 Bdeco galintng: .91ed3! awob ndremuoob ods 204 
a8 bad ow Jnsye oe ae oueaed yxev ons ovt 


aienie sit} nt bevlovnl xotost amb ta el exert. onte bas 
Bs 4. 


Nethercut & Young : - 1316 - 


Toronto, Ontario 


which at the present time they do not have to carry. 
H COMMISSIONER LEMAN: Is this inherent 
in having any securities Odean EL On tn the country or 
4g it the fact that in fact you feel that perhaps | 
they have gone too far? 
‘MR. BARLOW: I think it is part of the 
bureaucracy that has grown up around the S.E.C, 
that has been partially responsible for these costs. 
MR. GOLDRING: There are two reasons for 
our opposition to the S.E.C. in its exact form in 
the United States, One is cost and it affects the 
4 smaller companies most severely, of course. The 
second lies in the rules which might be ~-- at first 
take certain full disclosures which are made by 
_ devious measures to avoid those rules, They make 
all kinds of amendments and it finally ends up by 
- the lawmakers in their wisdom giving final discretion 
to judge a particular point. This introduces to -us 
a very ominous factor in the financial flow of funds, 
namely, an official who has discretion to rule one 
| ple or the other and he is really a third party. I 
do not refer precisely to government controls; 7 I 
refer to more or less bureaucratic control. Our 
idea here is to obtain tore ‘facts and figures from 
companies but without the octopus-like organization 
which would necessarily review all financial 
statistics which come from all companies under the 
proposed improved laws. 
COMMISSIONER BROWN: Do you suggest that 
there are enough competing jurisdictions in quantity 
to prevent Parkinson's law becoming effective? 


THE CHAIRMAN: Well; you want these 
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provincial authorities to deal with this particular 
problem. 

MR. GOLDRING: We do not. envisage any 
LR oh tty pursuing a full review of all financial 
statements. , | 
; - COMMISSIONER BROWN: We are talking about 
the information you are asking for here, 

MR. GOLDRING: We are suggesting that 
ein the laws: of the province and the federal government 
that there is a cheap, easy recourse and penalty 
to those committing offences in order that there 
would not be this bureaucracy, This is an alternative 
route which may achieve the desired end. | 
| COMMISSIONEROWN: You stil] would have 
to have some enforcement agency. 

MR. GOLDRING: Right, and thigz would 
he the court or a board similar to the Tax Appeal 
Board which would be activated only upon the registratio 
of complaint by a shareholder or a member of the public. 

THE CHAIRMAN: Well, why not just use 
the Securities Commissionthat we have? | 

MR. GOLDRING: It seems to us that they 
would be good for 95 per cent of the material. 

THE CHAIRMAN: You want a new board set 
up Similar to the Tax Apfeal Board. Why not use 
the board we have which has some faniianies with 
the securities business or you might prefer some 
over-all federal board in subst itut ton for all the 
provincial? 

MR. GOLDRING: This would certainly be 
desirable from the,point of view of efficiency but 


whether it is possible constitutionally I do not know. 
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THE CHAIRMAN: I do not know whether 

I would go that far with you but if anything is to 
be done about this, if it is desirable to have any 
step taken that will be effective, 1t seems to me 
there has to be some sanction and it is either a 
voluntary system within the membership of the 
stock exchanges or the Investment Dealers! Association 
or the only alternative is some legislative sanction, 

| | MR. DEACON: I think you cannot count 
too much on the I.D.A. in one sense where they do 
not have to come up especially to the I.D.A. 
A company might not go to the market for years 80 
there is no opportunity to force that company to do 
anything. They could fall back on what is in the 
law and in the second place on the exchanges all of 
the companies are not listéd 30 again you come back 
on the law as the final authority. I think there 
is nometh ing to be said for having a central pattern 
or certainiy uniformity of legislation, I think 


mena is something we would prefer to see, 
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COMMISSIONER LEMAN;: ‘: Our Income Tax 
Act has complicated enactments and, the same as 
you Senacipad a minute ago where the Stock Ex- 
change makes simple rules, people try to get 
around that and they make new rules to block 
the holes, etcetera. What I am wondering is, 
do you perhaps visualize the possibility that a 
securities exchange commission could work well 
and smoothly and not fall into bureaucratic 
| tendencies by watching whom you appoint to such 
a committee. 

MR. GOLDRING: Would you envisage this 
commission reviewing all-the material which is 
put out by every company? In other words, if 
a S Guinahiy, Mama wt? juntor industrial, wishes to 
raise financing, would it have to file with this 
board the Pull Cacdtineiee as required by the U.S. 
Securities Commission? 

This is, Lithink ; essentially the - 
difference in our approach, that they would, in 
our feeling, have to file with a recording: 
secretary all this material and make it public, 
and they would be obliged by law to make full, 
complete and plain disclosure of this material; 
but there would not necessarily be a number of 
obviously highly paid and necessarily well- 

Nani hed neon Ts to peruse all this material in 
order to make sure that what it purports to say 
is so. This is what the S.E.C, does and it. has, 


as you know, a gigantic staff in order to accomplish 
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THE CHAIRMAN: As I understand it, the 


S.E.C, now receives all this information and 
they look over it and check every statement that 
is made and decide then and there whether it is 
right or not. 
MR. GOLDRING: Yes, that is substan- 
tially correct. | 
MR. BARLOW: Not only the statements 
that are made but the statements that may not be 
‘made. 
MR. GOLDRING: Exactly. 
MR. BARLOW: There is a deficiency re- 
hulad1 6A requesting additional information. 
MR. STANLEY: I think they decide then 
and there. That is one of the difficulties. 

- HE CHAIRMAN: Also the difficulty is, 
no. matter how fine an organization is set up on 
paper, everything depends on the men who administer 
it. You may have a very pati eraétorsiaha liberal 
administration for awhile, but then a little later 
it may change, be tough and probably unreasonably 
so - using "liberal" with a small "1". 

COMMISSIONER GIBSON: In fact you are 
saying that you would like to have full disclosure 
as defined in your brief, made obligatory under | 
the law, but that you would not have any sub- 
stantial enforcement organization or checking 
organization. Is that a fair statement of what 


you are saying? - To rely on security analysts 
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and the public and so on. 
MR. GOLDRING: To give Se aaycwl 
COMMISSIONER GIBSON: Check up and so on. 
MR. GOLDRING: Of untrue statements, 
and an easy direct access, so that a person who 
- discovers a falsehood or error, breaches of 
law, can inform the government and the government 
can then take action if it deems this is sufficient 
as far as a breach is concerned; or conversely, | 
if the government does not choose to do SO, 
the sharehexaemudn or the member of the public, 
can then have access toa reasonably efficient - 
just thinking out loud - rather flexible type of 
board made up of members connected with the 
financial business in some way or other - 
: accountants, members of the stock exchange Oni 
some such people as that. 
COMMISSIONER GIBSON: Would there be 
much "teeth" in this? 
MR. GOLDRING: It is effective in the 
Combines legislation. 

MR. SPELLER: This disclosure of the 
type we have outlined here, would be an integral 
requirement in the Federal Companies Act, and we 
would hope that there would be "teeth" - the 
same teeth that do exist in any clause in the 
Companies Act now. 

THE CHAIRMAN: Is that not the system 


under which the Securities Commission work here, 


for all disclosure? 
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MR. SPELLER: Yes, sir. I think we 
would like to amplify - in short we would like to 
use existing machinery. 

THE ‘CHAIRMAN: To indicate what must 
be disclosed in greater detail. 

| MR. DEACON: We want more detail. 

MR. SPELLER: Correct, and we hope 
Ee ones! beaver ene natn otaada ebhe ce 
vantages and a minimum of the disadvantages of 
over-centralization. 

COMMISSIONER GIBSON: Do you see much 
evidence that your own efforts have brought 
forth results? You have been meeting for some 
decade, haven't you, and have grown quite a lot. 
You have been asking people to tell you about 
their companies. Have you noticed a spread of 
the resudts you are trying to have? 

ms MR. DEACON: I would think so from my — 
personal experience. I can remember one chap 
that went on the board of a company for the first 
bine. and at the first meeting he happened to 
mention about public quarterly reports, and the 
management said: "Would you like to have quarterly 
Ean cree? Sure, we will provide them." Somehow it 
had not occurred to them, 

E would think also that the chartered 
‘accountants - and we ran in the "Post" this 
contest for the best report and it has really 
remarkably improved in the attention that is paid 


* 


to. it. This is all.on.a voluntary basis, and I 


opm eed ‘BOY ed: 


amos te? sient ia aver wo 


t6L 2 od hip hwo: evad Dente tere "eves sobane 


tuods sag LLet of elqoeq anisies néed event oY 


eo -beetge & beotvon noe ove’ -otmegne> ‘eds 


| wn woz? of sentad binew » SHODARC 
oe ero "Dadmeme'tT rao 4 . ,90ne lege: y Secouteg “ie @ :) 
Jel? edd sol gneqmas e to fretpod odd 0 ‘tow ade 7 | 
oo Denegged sx sittdeom satkt edt. $8 bas contd Is 

of? bus .etvoges Ultedtaup ollduq added nozinen 
uivadrewp ever o¢ onbt oy biuol" thie dromexensm a 


1 a 
#2 worsmo? " .medd ebivetq Loew ‘ow ome” tatrogen | 


betetraio add Dedd gals sits ‘biuow. ae ow 
nate 


+ 


ae 


ulises 2 sil $i bas. droge 


tes 
Disq ei gard  <icioa | 
: ite 


ae 


. 

| 

ek: 

ehdd "Ja0%" srt mt ne ow 
| 


Nethercut & Young 


Terente, Ontario 


- 1323 - 


think a lot of companies should be eee for 
what they Have done. They have gone far beyond 
what is required by law: bs A a there aval 
still a great number who have not, but there is a 
gradual improvement, I think all SP uG would 
agree. 

MR. SPELLER: I think there is no 
age shun the standard of reports over the past 
decade has improved very significantly, and it is 
noticeable in specific industries. Some industries 
have not kept pace, but there is no question about 
it. Ene Gay take credit for this is problematical. 


“We hope we have been helpful. 


THE CHAIRMAN: Thank you very much, 
gentlemen. 


(a Adjournment. 
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This brief concerns the N.H.A. mortgage market and its aim is to 
broaden the market in N.H.A. mortgages, and find new sources of private funds of 
all sizes to finance home ownership in Canada, to assist the Government in freeing 
the funds that are tied up in their direct lending programme with Central Mortgage 
& Housing Corporation, to create a secondary market, which would enable present 


N.H.A. mortgage lenders to diversify their portfolio, and to interest other large 


investors, such as Pension Funds to buy N.H.A. mortgages and give them a 
measure of liquidity. 
Proposal 
ye Continue the offerings of N.H.A. mortgages originated by C.M.H.C. 


and bring C.M.H.C. into the mortgage market in the same way the 


Bank of Canada acts in the Government market. 


a Establish banking arrangements to facilitate dealers, who hold positions 
in N.H.A. mortgages and streamline administration transfers. 
3. To issue funds (F.N.M.A. type) to attract the small to medium invest- 
ors, having from $1,000 to $50,000. 
The Present Mortgage Picture 


| 
The N.H.A. Act was set up to encourage home ownership and to enable 


large lenders to grant loans and to administer the mortgages. This was accomplished by | 


the Government guaranteeing to make good any losses on foreclosures. 


Lenders 


The lenders at the present timeare the Government, through C.M.H.C., 
the chartered banks, the large insurance companies, trust companies and pension funds 
through the auspices of a trust company acting as their agent and administrator. The 


total number of approved lenders is 76. In 1961, the Government desired to increase 
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the number of buyers and offered blocks of mortgages owned by C.M.H.C. to 
approved lenders and investment dealers on competitive tender. Three series of 
offerings, totalling more than $45 million, have been sold. Of the investment 
dealers, only Gairdner & Company and Greenshields Inc. have taken an active 
part. Some Trust Companies and banks have also tendered. Nearly all of the 
$45 million of mortgages sold have been sold to buyers that already had purchased 


N.H.A. mortgages and were approved lenders. Less than five brand new mortgage 


buyers have been found to date, but some new interested potential buyers are 


coming along. 

The approved lenders have sold more than $320 million of N.H.A. 
mortgages to others. More than $160 million has been sold to pension funds. Most 
of these pension funds are administered by the trust companies, and are the approved 
lenders that are selling. A large part of the remainder has been sold to foreign 
insurance companies and other smal! domestic insurance Jonipantel who are not 
approved lenders. The seller (an insurance company or trust company) continues 
to act as administrator. In most all of these cases, then, the field of buyers, 
whilst spreading, is still kept in a very narrow Family relationship. 

Problems found in C.M.H.C. Tender and Mortgage Marketing. 

The present C.M.H.C. tender has failed to interest new buyers, or 
broaden the market appreciably. It has, then, not accomplished what it was set 
out to do. This has been caused by the poor marketability of the N.H.A. mort= 
gages compared to bonds. The poor marketability is partly caused by the inability 
of any jobber to buy the mortgages and finance them in a comparable way to the 
way he can finance bonds and stocks on call loans. At the present time, the Bank 


Act does not clearly allow the chartered banks to finance N.H.A. mortgages. 
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They have chosen not to finance them for the dealers. 

Another problem is that there is really more than one type of N.H.A. 
mortgage. Those mortgages on houses that are in large Metropolitan areas, or in, or 
near large Cities, can be administered by trust companies and insurance companies from 
their local branches. These mortgages are of interest fo approved lenders and admin- 
istrators, who have a national branch system. In effect, these mortgages can be 
administered cheaply and, therefore, command a higher price. Unfortunately, 
there remains a large number of mortgages on houses in smaller Cities and Towns 
across the country. Few lenders have the facilities to administer these mortgages 
and, hence, they are of no value to them. They, therefore, command a lower 
price, or are of just no interest to lenders at any price. (They would sooner buy 
where they can administer, rather than have others administer). . Since the trust 
companies are the country's largest administrator of pension funds, they influence 
the pension funds s only buy mortgages in places where they, themselves, can 
administer. All of this tends to break the national market Into small regional mar- 
kets and gives a great advantage to the Metropolitan areas. In buying a mortgage, 
then, administration ranks as high as investment quality and price, and tends to off- 
set and make more difficult the establishment of a secondary market. 

There still remains in the country restriction on investment that 
prohibits some pension funds from buying N.H.A. mortgages. An example of this 
are Provincial and Municipal employees’ pension funds, which in every Province of 
Canada, except Saskatchewan, are restricted from buying mortgages at present. 


This eliminates a large potential source of funds from the market. 


The Jobbers 


With the restriction of the Bank Act, in not allowing mortgages to be 
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carried on call loan, the jobber is unwilling, and in many cases unable, to finance 
mortgages and, therefore, can only act as an agent. This means that a potential 
seller of a block of acne must either find a buyer himself, or tell a dealer that 
he will sell, and the Stes will try and find a buyer. The seller has no assurance 
at present when he can sell or at what price. If dealers could finance their mort- 
gage inventory, this part of the problem would be solved, and the dealer could fill 
the middleman function. 


Administration of the mortgages presents another problem. Most 


| approved lenders would be willing to sell their mortgages if they could keep the 


administration in their hands as the fee charged for the administration makes admin- 
istration profitable. Along with this, the way in which the mortgages are admin- 
istered varies from one to the other. The way the records are kept also varies. 
This makes the transfer of administration difficult. 
A Course of Action 
i For a secondary market. 
Change the Bank Act to make it possible for the chartered banks to 
finance N.H.A,. mortgages In the same manner as bonds. 
Effect title transfer through the Bank of Canada in the sane way 
that Government of Canada bonds can be transferred, t.e. if an 
owner of a Gayent bond resides in Vancouver and he decides to 


sell, and then going through a dealer, a buyer of these bonds is 


found In Halifax, the Bank of Canada agency in Vancouver will accept 


the bonds and issue the same Issue in Halifax, registered In the new 


owner's name the same day. This makes for fast, efficlent movement of 


securities in a national market, The Bank of Canada, as the Govern- 
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ment's agent for C.M.H.C., could also effect transfer for mort- 
gages in a similar manner with few added complications. 

As regards administration, C.M.H.C., which is set up to admin- 

ister mortgages on a national basis, should be allowed to asminister 
any mortgages regardless of which approved lender originated them. 
They should be willing to do this at a set fee. This would overcome 
the problems that arise when a buyer of mortgages tries to get reluctant 
administrators to administer. Administration would not, then, rank 

as a factor as large as the price of the mortgages and would help to 
create a national market in the mortgages. 

At the present time, if an N.H.A. mortgage goes into default, and is 
foreclosed, the Government Guarantee does not assure that the lender 
will receive his money back with interest to the date of payment. If 
foreclosure is lengthy, the lender suffers an interest loss. The result 
of this is that it is necessary to value the Government guaranteed 
mortgages, partly on the basis of where they are located and who is 
the mortgagee. This, then, established different prices for the mort= 
gages even though they are all guaranteed. In effect, then, a penalty 
is charged if court action on foreclosure is lengthy. If this could be 
reversed to give a premium for speedy action, there would be an in- 
centive to the administrator to act quickly, or if the Act was changed 
to eliminate the 2% reduction in interest after six months, and a 
larger allowance was made for legal expenses, foreclosure would not 
rank importantly in the investor's eyes. 


C.M.H.C. should, besides making blocks of N.H.A. mortgages 
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3 
4 available for the market from time to time, enter the market with a 
bid and offer for blocks (same price irregardless of location). In this 
3 field, they would act like the Bank of Canada in establishing a relative- 
$ ly smooth market. The reserve bid (slightly below the market) would 
7 tend to make all N.H.A. mortgages worth the same, RS the mort- 
8 gages would trade on their residual Government guarantee and would 
9 establish a national price level, dependent on general interest rates. 
10 The offering by C.M.H.C. of blocks of mortgages, would also supply 
11 the market with its temporary requirements. 
12 The ease of transfer, administration by C.M.H.C., banking facilities 
* and C.M.H.C. market action, would, together, continue the broad- 
ening of the secondary market and would ensure the entry of other 
Mi approved lenders as both buyers and sellers, and would make N.H.A. 
¥. mortgages a liquid investment. 
16 hi The Small Investor 
17 The secondary market for N.H.A. mortgages, even when fully devel- 
18 oped, will probably never be able to use the funds of the small invest- 
19 or (with from $1,000 to $50,000), because of the cost of administering, 
20 paying and reporting to a multitude of small mortgage investors. 
a For the small investor, then, another medium of mortgage investment fs 
necessary. Proposals have been made and a few companies have been 
4 established to buy N.H.A. mortgages and issue debentures, which would 
+s be sold to the public in small denominations. Such a development of a 
as multitude of mortgage investing companies, would be an undesirable 
25 development in the Canadian capital market. Their development would 
26 
27 
28 
29 
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1 

2 

3 be undesirable because ~ 

4 (a) The underlying credit would be the Government guaranteed 

5 mortgages exclusively. The rates and ylelds at which their 

6 debentures would sell, would tend to vary, depending on the 

7 company's backing, and sales ability. This would lead to 

8 public confusion and suspicion of the underlying security. 

| (b) The cost of administering and operating such a company is 

; | sizeable (transfer agents, bond commissions, auditors’ annua! | 
reports, etc.). This would result in a spread between the net 
i yield on N.H.A. mortgages and the debentures offered being | 
12 wide (at least 4%). The only way to minimize such expenses 
13 would be to establish huge mortgage companies, which might 
14 tend to monopolize the Government guaranteed mortgage 
15 field. The mortgage companies, acting as principal in new 
16 and old mortgages, would, as a national development, become | 
eo the secondary market to the exclusion of independents. 

} A better solution would be for C.M.H.C. to market its own debentures 

8 in the way that the Federal Housing Administration in the United States operates. This 
19 would allow the C.M.H.C. to offer larger blocks of bonds than an individual company 
20 could, and would allow transfer and registration of the bonds in the same efficient way 
21 that the Bank of Canada operates. This method would be best for several reasons - 
22 1. Offerings of C.M.H.C. bonds could be timed and scheduled to take into 
23 account Government and C.N.R. financing to take the best advantage o 
24 market conditions. 
95 | Ze The cost of borrowing would be lower than having individual mortgage 
26 
27 
28 
29 
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2 
3 
companies offering bonds, and the saving would accrue to the Govern- 
4 : 
ment through C.M.H.C. 
5 3 Public response and acceptance would be much wider than if private com- 
6 panies operated, as the bonds would bear the guarantee of Her Majesty's 
7 Government. 
8 4, As there would be fewer issues of larger size, the marketability and liquid- 
9 ity would be higher and this would induce more investors to buy. 
6 oe The bonds would be sold through all of the investment dealers in Canada and 
would, then, have their interest and would command a much wider distribu- 
if tion than would the bonds of mortgage companies that are privately backed 
" by only o small number of dealers. It must be remembered, that the market 
= for mortgage debentures are the small investors that must be contacted in 
14 the far reaches of the country. For this, all Investment Dealers, Banks 
15 and Trust Companies are needed. 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
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3 This portion of the presentation is based on a need to assist Canadian 


4 || corporations to minimize costs of borrowed money through their participation in a more 


5 efficient market for short term funds. 


6 Our study with its concluding recommendations should benefit borrower 

4 and lender, alike. 

1. By reducing the middleman spread in commercial banking, borrowing 

7 costs may be lowered and yield on investment capital improved. 

7 Zz More efficient middleman activity in the money market will provide the | 
10! lender with better access to investment channels and add continuity to the | 
11 | market for borrowers. This could be achieved by a middleman active as 
12 principal and functioning as blending agent in melding borrowers’ needs 
13 and investors’ funds ina continuous, efficient market fashion. 

14 The results of such a development would be savings for large "prime 
18 rated" corporate borrowers and lenders. 
The Marketplace To-day. 
16 
i Meeting Borrowers Needs 
17 | 
Two sources of funds are currently available to corporate borrowers, 
18 chartered bank loans at 55% "prime rate" (or higher), from the market - 
19 corporate savings for hire at rates varying 24% (demand) to 35% (90 days). 
20 During the past 5 years, money borrowed from the market on demand has 
1 averaged 1.5% cheaper than "prime" bank loan rate. 
2 2. Problems in Satisfying Borrower Requirements. 
93 Bank credit is relatively expensive and not altogether reliable over 
a period of time. Market supply of credit is available at lower but varying 
24 
prices, in changing supply, for varying terms. In the marketplace, borrowe 
. demand and investor supply seldom meld for precise size and timing or for 
26 
27 
28 
29 
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1 
2 
x 
4 mutually desirable terms. It is a common occurance for even prime 
5 borrowers offering reasonable rates to have to wait as many as 4-5 
6 days to borrow their requirements in the market. 
a A Need Exists for - 
7 
"Blending Institution" engaged in smoothing supply-demand 
8 
factors on a continuing daily basis. This function would be aimed at 
9 
alleviating market probelms created by the influx of note offerings 
p y 
10 (borrower requirements) at times when supply of funds is insufficient 
11 for the moment, or by the influx of funds for investment when the 
12 supply of notes is inadequate. (The latter is less of a problem). 
13 Banks are unwilling to serve this function because it is opposed to 
14 their activity in advancing loans. 
4, The Market Has Provided its Own Solutions, but with Undesirable 
15 
Consequences. 
16 
(a) Emergence of agency agreements, has led to jobbers acting as 
ee eee | 
17 
principal in buying a corporation's notes up to an agreed upon 
18 maximum limit. In guaranteeing to buy a corporation's notes 
19 within a specified period of time. (i.e. 48 hours) the jobber has 
20 created the situation of a non-bank institution granting lines of 
71 credit to corporate borrowers against their fixed term promissory 
2 notes. This development is impeded by bank's refusals to accept 
93 commercial paper for call loan purposes. The jobber must then 
resort to non-bank sources of loan funds. 
24 
(b) Emergence of non-bank sources of funds 
25 
Corporctions with funds to invest for short periods of time have 
p p 
26 
27 
28 
29 
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1 
2 
3 
4 
recognized this need of dealers to obtain loans secured by 
: commercial paper. Since banks refuse to grant such loans, 
¢ trust company and non-financial corporate sources of funds have 
q entered the market to fill the void left by banks. However, it 
8 would be misleading not to observe that even if banks did advance 
9 loans against commercial paper collateral, the rate would 
10 likely be much higher than the yield of the collateral and jobb- 
11 ers would seek to reduce carrying cost by borrowing from non- 
12 bank sources when cheaper. This situation would undoubtedly 
= have existed during 1961-1962 to the present, but not during 1959 - 
early 1960, 
14 
(c) Emergence of non-bank, non-resident sources of funds 
iS U.S. Commercial banks have begun to enter Canada as country 
16 bankers for earlier paper inventory. Rates compare favourably with 
17 those of domestic non-bank lenders and funds are more reliable and 
18 sizeable. The exchange hedge is handled by the lender. 
19 Hypothesis - 
20 If it is desirable to manage credit these devlopments are undesirable, in 
me that the wide diversity of non-bank credit and especially non-resident 
credit is difficult to control. 
22 | 
It is desirable to direct this type of credit activity through a controll- 
28 able, financial-type group, i.e. jobbers acting as middlemen perform- 
#4 ing a blending function dealing in commercial paper as principal with 
25 machinery permitting such a development. 
26 
2a 
28 
29 
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Elaboration of Market Problems 

Corporate borrowers are essentially concerned with two borrowing 
considerations - loan cost, and reliability of loan source. During conditions of 
other than extreme credit stringency, banks have qualified as the most reliable 
source of credit. One might, therefore, consider that reliability is worth a price 
to the borrower, and, furthermore, that prime rates have fluctuated within a 
narrow 54% to 5%% range, while market short term rates fluctuate widely - even 
sometimes exceeding prime rate (when banks curtail lending forcing borrower into 
the market for Funds). 

Nonetheless, during times of credit ease, and lowering money mar- 
ket rates without a comparable reduction in the bank's lending rate, the money 
cost spread penalizes the prime borrower borrowing from his bank to such an extent, 
as to force him from his bank to the market for more economical loans. During the 
past year, market money has been 40% cheaper than bank money. During the past 
5 years, prime rate has averaged 5.6% and market money 4.1%, so one might con- 
clude that the cost of bank reliability has been 1.5%. On this basis, there is little 
justification for a corporation Treasurer to remain with bank loans if this is his only 
purpose. 

The banks are forced to reluctantly contribute to their embarrassment, 
Credit added to the economy through the banking system often pushed market rates 
low, even in the face of increasing corporate loan demand, thus aggravating the sit- 
vation for the banks, while ensuring sufficient tant funds to satisfy the borrowing 
needs of even the more marginal borrowers on both an attractive (cost) and reliable 
basis. The market has proven itself to be no less dependable a source of funds for 


prime borrowers during the past 5 years’ period, than the banks themselves. Prime 
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borrowing corporations realise this, and banks realise this. Still no workable comm- 
ercial paper market exists, nor have the banks permitted its existence. 

The money market jobber, for competitive reasons, cannot ignore the 
short term borrowing needs of prime corporations. The jobber will underwrite the 
borrowers' requirements on a two-day delivery basis, and attempt to locate loans 
(necessarily off-street loans) against those notes he is unable to place in the agreed 
upon 2-day delivery period assuming market risks, transfer taxes and re-registration 


problems. More than that, the jobber has translated a potential bank loan into deal- 


er off-street loan. Since commercial paper is unacceptable collateral for bank loans, 


the dealer is placed in a less favourable position to handle the loan than if the borrow 
er were, himself, to arrange temporary bank accommodation until market funds became 
available. 

This development impedes the placement of term notes on the market 
because the term notes "float" in the market among "country-bank" corporate invest- 
ors, as "dealer loans" on call at rates often above 60-day term note rates. The 
dealer finds himself in the position of offering term notes at rates below that which he 
must pay for loan accommodation, while he seeks a permanent buyer from among the 
same corporations who, themselves, are the "country bankers" 

It is not surprising that market rates for 30 to 90-day term paper tend to 
disappear into a single level, subject only to fluctuations in the off-street loan rate. 

We view these devlopments as highly disruptive to the maintenance of 
an orderly money market structure. Furthermore, these devlopments threaten not only 
the existence of the near term rate structure, but due to the size of "off-street loans", 
threaten the entire market structure with the potent of concerted forced selling some 


time in the future. 
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We consider these developments as having arisen from market in- 
adequacies that we, herein, seek to have Bae stad! 

The right of prime borrowers to cheapest available short-term capital . 

Capital cost is an important item in product cost. Low cost production 
is a desirable atm iif industry is to compete successfully in expart markets or in domesti 
markets against low «cost imports. 

As with any cost consideration when money matket irates decline sig- 


nificantly below banks' lending rate, borrowers will, and should, seek the source of 


_ the lowest cost short term capital. Canada has witnessed a 14-year period during 


which time this commercial banking spread has exceeded 2% per annum when "prime" 
corporations have, or could have, borrowed al! their requirements in the market at a 
40% average saving over bank loans at "prime-borrower" rate. 

Banks should not thwart fhis process by refusing to accept commercial 
short term note collateral. 

Banks should assist the market processes by lending against paper at 
rates perhaps slightly above market rates, but certainly on a schedule geared more 
closely to market short term rates. | 
Developing Efficiency in the short-term capital market. 

In Canada, investment dealers have earned a fine reputation for 
underwriting the capital requirements of business and industry. During the past 7 
years, Canadian Money Market Jobbers have sought to demonstrate their willing- 
ness and preparedness for handling the underwriting and marketing of the short 
term capital needs of Canadian corporations. 

To effect a truly two-sided short term market, certain preparations 


must be made - 


ae ai tohom mort sai side aD Akad Er seorlt china 


\betoenen ever of Joea niger ow. tool zelopupabo 
aldolinve tesqoedo of grewonod | ‘Yo tin oT 


i 


|: ~eie pallah 29101; teaom yenom norlw alta rehienon taco ynio ditim aA. 


ai te eowge elt clase ,bluore boo ylliw exeworod ,otor onthaal 'alnod woled yiinooitin 


| 
a ¥ 2101 “awoned-amiig” to enol alrnod 19ve enivne sgoteve dPOh : ai ; 

| ja orto ige220 ot Rojeyier yd ezemang airlt fowl ton bluorie elnod el 

1. ) eloistolloo sion mist torle of | 

f a t taqog taninge gnibnel yd zozaaqorg teal elt tzizzo bluode aloG ye! | vi | 2 

a tom, beweg, sluberiag D fo Niofaiea? tud ,2ei01 terom evedo ylinpile aqodyeq eoto7 3 gt : 7 

ay ; .2etor met trorle tho of rere 

ler 

| start Iotigoe on i9t-torlg orl ni yoneigitt3 13 gnigeleved oe - 

: . Le mw i noligiuqes anit p becioe evo zelpsb ‘ioheihoore! when? ni ; F 

nee | | 

Ana iz0g edit pniwd .yteubni brn ezonizud to zinematupes lotiqns elt _gritinwiebnu af ) 

a a iw diodt etortenomeb of iiguee evod eedcol, texto ysnoM noibonoD ,2wey &e 7 

hore edt Jo pniteatiom bao gnitiwiebau srt gnilbrord 101 eeenbewgqerg bao eeon es d 


* 4) ob 4 & ow s@ftgitproqios npiboro2 Yo ebeen Intiqvo mist 
f 5 enoitnioqeng moira ,tediom mist tore beble~owt ylui © tools of 
: ie “a> ¢ 4 ot ‘ 


: ~ sbom ed taum 


29 


30 


Nethercut é Young 


Terente, Ontaric A896 


Ontario & Quebec Transfer tax on securities shorter than? months 
or a year, must be eliminated, It is not sufficient to avoid such 
taxes by dealing in new forms of paper not specifically defined in 
the Transfer Tax Acts as "securities" for purposes of the Act. Further 
more, principal buying and selling on different dates or at different 
prices is subjected to tax on both the buy and sell transfer. 

"Bearer Form" Registration for short term notes is necessary to permit 
fast un-complicated transfer of ownership. 

Banking Facilities at regsonable cost. is essential before a jobber, 
acting as principal, can undertake the purchase of notes for resale 
on his own account 


These three points are basic fo the establishment of a foundation for 


a two-sided market in commercial short ferm paper. 


An additional measure should also be considered in respect of short 


term capital market. In this presentation, we shall term this institution “merchant 


bank'', 


Role of "Merchant Bank" in short term capital market. 


This institution would perform a function between that of the present- 


ly defined "chartered bank", and that of the money market "jobber". Its clients 


would be primarily corporate borrowers and depositors. 


Its powers would include the rights to - 
Take deposits and pay interest on these deposits. 
Lend to corporations against their promissory notes. 


Act in foreign exchange and securities market for own and client 


accounts. 
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4, Accept and endorse corporate short term paper. 

Functions of this Institution would approximate some, but not all of 
those functions performed by trust companies. Its role would be to extend credit to 
corporations indirectly by purchasing and maintaining inventories of corporate, 
promissory and collateral trust paper for resale. Properly performed, its operation 
would provide funds to prime borrowers at truly prime market rates. 

The "Merchant Bank" would sharply curtail off-street dealer loan 
activity by Its function of itself financing the short term notes that now make up off- 
street loan collateral. The Merchant Bank would earn its living by borrowing more 
cheaply than it would lend. This is possible by "lending short, but borrowing 
shorter" , 

Merchant Bank operation would not only reduce or eliminate off- 
street loan activity - it would transfer it from many non-controllable, non-finan- 
cial organizations to a few financial-type companies under the scrutiny of the 
central bank. 

Summary - 

The currently existing need for an effictent short term market for 
the temporary Investment of corporate funds or for the provision of short term cap- 
ital at economic rates Is economically justifiable. 

An interested jobber group is prepared and eager to "make" a 
short term "capital" market providing the (Absent) second side of an efficient 
two-sided money market. 

Certain provisions must be made, and to this purpose we have made 
briefly defined recommendations - among them the consideration of a "middleman" 


or merchant bank. 
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We are pleased to have had this opportunity to submit our views 


5 and recommendations to your consideration. 
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OHN R.GAMPBELL Q.C,. 372 BAY STREET 


TORONTO 1 


CANADA 


TO: Royal Commission on Banking and Finance 


Gentlemen: 


1, This submission relates to certain aspects 
of mortgage financing under the National Housing 
Act, 1954. It is concerned with secondary market 
activity in N.H.A. mortgages and, more particularly, 


the public and private distribution of securities 


secured by N.H.A. mortgages to provide funds for 


secondary market activity as well as new construc- 


tion. 


ta This submission is made in my personal 
Capacity as one who, since 1954, has been assoc- 
iated with various investigations undertaken and 
proposals made by investment dealers, Canadian 
chartered banks and private interests concerning 
secondary market activity in N.H.A. mortgages. I 
have also acted as a lawyer in a substantial amount 
of N.H.A. lending, including certain transactions 
where the funds were provided from the sale of 


securities. 


SUMMARY 


ae Most estimates fix future Canadian resid- 
ential requirements at 125,000 to 150,000 new 
dwelling units per year over the next ten years 

and that a growing proportion of the new units will 
be in various forms of multiple rental housing for 
lower and middle income families. It is expected 
that N.H.A. financing will be sought for a sub- 
Stantial proportion of this new construction and 


that this will require from $600 to $900 million 


N.H.A. funds per annum. 


‘ 
4 


7 a ae 7 rH toe ve Oo » a 


- : ; ve : it mh . 

x : “ar - ne 
; ues 

Ai 


- s TRHSBATS YAR Ste 
1! OTHOAOT 


AOAWVAS 


’ : , 
gonantd bre pnivnsd no noteztmmod (eyon 


y f t ae ' i, 
f i ’ Wf ve " Ny wee ‘ ts Widy y se rescy, OFS a ye 


1 i 
ae eee Sie 
:noeme lined 


atooqes nisitoo o3 eetsler motezimdue eat my | 


paiawol [snotisll sts rsbny priomsnit speptiom to 


toirem yishnoosa Atiw bentoon0s 2i 42 baer »toA 


‘Yirsivnottieq stom ,bas 2epepttom ,ALH.W mi ytividtos 


egitituse2 to tioitudizieib stevitq bas silduq oid 


t0%t ebnut sbivorg of eopspttom eA,H.W yd borwose 


i ah: 
Love -ouatenoo won 268 [low es ylivisdos tedyem yrsbnooea rr r 
iy : 
“ Hold ar a 


leanozteq ym ni ebem ef noleeimdue aldT of 


-“Jo828 nesd ae ,beCL gonte ,ofw sno 28 ysiosaqno 
bne nolstirebun enokssegidaevat avoizrey dtiw bosst 


nekbsasd ,ersi{seb Inomseovat yd sbem alszoqortg 


Qninressnes eseosrsitni sisvizrg base ainsd boretredo 

I ,e@9pspsiom .A.a.M ak qeivitos teAitsm YIshHo O98 
tnuome Isitassedue s at rvaywel s as betos ozls eved 
enokjosensts atessxr99 pitbulont ,pntbastl .A,HW to 
to elise of% mort bobivotg stow ebaut oft stedw 


-8ottizvusse 


-~blest asibsas) otwiul xit estsemijes teom i 
won 000,0CL of 000,cSI 48 ainometiupeser [eitnes 

atesy net tx9n of2 tevo rs9yY 19q 2@tinw potilowb 
[itw etinu wen edt to nottroqo1q pniwotp 6 sant bas 
sot polevsod Letnot siqttium to amrot avoirey ai od 
betoeqxs at sts] .eotiimst omoont esibbim bas rewol 
~du2 8 toi sdpuoe od [fLkw pntonenit .A.H.M sods 

bie soksoursenoo won eid Yo motstogozg Isistusse 


notilim 008% of 000% moxt etiupss (iw eiae bast ay? 


nl 


ii 


yo 


30 


Nethercut & Young 


Terente, Ontarie A900 


4. Current indications are that N.H.A. funds 
in this volume will not be available from private 
sources unless there is a new stimulus in N.H.A, 
lending, failing which continued and increasingly 
heavy direct Government lending will be necessary. 
The usual private N.H.A. lenders are not keeping 
pace with the requirements and in fact some have 
discontinued N.H.A. lending altogether. Alternate 
sources of N.H.A. funds have not developed to any 
great extent nor has there been much secondary 
market activity in N.H.A. mortgages. Areas of 
special direct employment of C.M.H.C. funds such 
as public housing, university residences, housing 
for elder citizens will continue to make heavy 


demands, 


Ds By improving certain of the terms of 
lending, more private money will be available for 
investment in N.H.A. mortgages and secondary market 
activity will be stimulated, Because responsible 
secondary market activity means greater liquidity, 
even more private money will be willing to invest 

in N.H.A. mortgages. Older institutions should 
adapt and new institutions should grow to provide 
funds to support both secondary market activity as 
well as additional funds for new mortgages. Cor- 
porate securities, backed by N.H.A. mortgages and 
equity in new companies established for the purpose, 
should prove more attractive to a broader group of 
investors because the equity covers risks not | 
covered in direct investment, there is far greater 
liquidity, there is no mortgage administration prob- 


lem and shorter term investments can be made available, 


6. Thorough investigation has indicated that 


a company, organized to deal solely in N.H.A. mort- 
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gages, can raise the capital required to support 
borrowings, which the market will dictate, for 
investment in new and existing N.H.A. mortgages, 
estimated at the outset to be $300,000,000. By 
reason of various commitments received in respect 
of the administration of mortgage portfolios and 
the servicing of its debt, such a company can 
Cover its operating expenses and provide the nece- 
ssary reserves on a feasible basis. At many times 
during the last few years such a company could 
have borrowed substantial funds at rates which 
would have permitted its profitable operation. 

It is reasonable to assume the same for the future 
and that, therefore, additional capital would be 
obtainable as required. Competitive companies 
would no doubt also come into being and other 


comparable financings and operations undertaken. 


as Activities undertaken in Pret seas des- 
cribed way could rapidly result in there being no 
overall shortage of N.H.A. mortgage money and hence 
work towards reducing interest rates. The Govern- 
ment could substantially end its heavy direct lending 
activity, except in remote areas, periods of tight 
money and other special situations. The Government 
could gradually (or periodically, rapidly) dispose 
of the large portfolio of mortgages held by C.M.H.C, 
The forward planning that could be done by builders 
and the economies in construction costs which could 
thereby be effected if long term forward mortgage 
commitments were available to builders could reduce 


the cost of housing. 


oS In order to facilitate the foregoing, it is 


Submitted that the Government should: 


(a) Amend the existing unattractive parts of 
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the Act and Regulations such as: title 
acceptability, certain aspects of the 
insurance settlement, inability of 
approved lenders to make loans as agents, 
possible technical voidability of the 
mortgage loan insurance policies; permit 
builders to pay reasonable standby and 


commitment fees. 


Provide for the sale of mortgages out of 
the C.M.H.C. portfolio in amounts and on 
terms which will prove acceptable to the 
greatest number of potential buyers. Have 
C.M.H.C. prepared to service the mortgages 
it sells on a basis competitive with appro- 


ved lenders. 


Amend the Bank Act specifically to permit 
chartered banks to make N.H.A. mortgages 
at rates of interest from time to time 
obtaining, notwithstanding other interest 
rate limitations to which banks may be 


subject. 


Standardize the insurance obligation on 
all mortgages made under the 1954 Act, 
primarily to raise the insurance obligation 


to 100% on all N.H.A, mortgages. 


Amend the Canadian and British insurance 
Companies Act to permit securities based 
on N.H.A. mortgages to be legal for life 
without resort to the basket without the 
necessity of registering the financing 


documents against every title. 


Reserve C.M.H.C, direct lending to special 


Situations rather than continuing the large 
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volume of direct lending that has ob- 
tained recently. Permit C.M.H.C. to 
make low interest loans to approved 
lenders for special situation N.H.A, 
loans, Permit C,M.H,C, to be a buyer 
of last resort of mortgages created for 


resale, 


MAIN BODY OF SUBMISSION 


one On the basis of economic studies of the 
available information, it has been decided that 
$5,000,000 initial Capital would be adequate to 
Support in the neighbourhood of $300,000,000 of 

Short and long term borrowings, thus providing sub- 
Stantial new funds (in great part Canadian) for 
investment in N.H.A. mortgages. The projections 

of future operations indicated such substantial 
growth possibilities that it appeared as if a new 
institution established for the purpose could become 
a responsible instrument in a secondary market for 
N.H.A. mortgages and that other companies and 
financial institutions would be encouraged to enter 
the field in a competitive way. It is certainly no 
part of this submission that any protection is sought 
to provide any exclusivity in the field to any one 
institution. In fact, full competitive opportunities 
to any others interested is basic to this whole 


matter. 


10, The operating policy of such an institution 
would be to deal only in first mortgages insured 
under the National Housing Act, the main business 


Purposes of such company being: 


Le To purchase and hold outstanding N.H.A. 


mortgages. 
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2. To assist in the creation of new N.H.A, 


mortgages. 


3. To call a "trading" market in outstand- 


ing N.H.A. mortgages; and 


4. As a result of the foregoing operations, 
to become the owners of a large and nor- 
mally increasing volume of N.H.A. mort- 


gages. 


It is to be noted that such companies would not 
necessarily undertake the administration of the mort- 
gages in their portfolios, but rather this service 
could be performed by existing approved lenders, 
including, to a great extent, the vendors of the 


mortgages, where they were approved lenders. 


Lk In dealing with a proposal for the financ- 
ing of N.H.A. mortgages for new construction, the 
legality of commitment and standby fees in connec- 
tion with N.H.A. mortgages becomes an important issue. 
Obviously at times when funds are available on a 

long term forward basis without the payment of commit- 
ment fees, no such fees would be charged: borrowers 
wouldn't pay them, However builders always have 

the freedom of choice between arranging long term 
forward commitments or just taking such amounts of 
mortgage money as may from time to time be immedia- 
tely Gaia le iath which they can then use. Most 
large builders questioned on the subject felt that 

the savings that may be effected by the long term 
planning permitted under forward commitments, 
certainly make normal commitment and standby fees 
worthwhile. Because certain approved lenders would 
make these larger loans as principals in the first 


instance, holding them for sale on completion, long 
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term forward take out commitments for the large 
amounts of financing involved are necessary. As 
with virtually every other kind of financing 
involving long term commitments, the borrower is 
normally required to make provision for reasonable 
commitment and standby fees. Provision for the 
payment of such fees is essential, If commitments 
are to be provided for the purchase of completed 
mortgages for as long as two years in advance, 
approved lenders must be in a position to collect 
commitment and standby fees. The amount of such 
fees will naturally vary with the type of commit- 
ment being sought; but in an open. competitive 
market no abuse is possible. Builders and develop- 
ers are quite willing to pay such commitment fees 
aS are necessary to provide the funds they require. 
Many builders questioned on the subject feel that 
they should have the right to decide Chisieratites. 

on this question of commitment and standby fees. 
The apparent objection to commitment and standby 
fees is the view that they may be used to ore 
the yields obtainable on N.H.A. mortgages over the 
maximum interest rates chargeable. However, the 
view favouring these charges is that the service 
performed to the builder in making available for- 
ward commitments is. one that ought to be recognized 


as being within the spirit of Regulation 20. 


icy It is desirable for private enterprise 
institutions to be actively involved in secondary 
market activities in N.H.A. mortgages. However, it 
may well be said that the existing rules favour only 
Government activity in this field to the exclusion 
of private enterprise. Among many opinions on 


this point which various people have put forth, two 
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very Clear points may be cited: 


(a) Trust companies which are not other- 
wise limited from so doing, are limited 
by the National Housing Act from making 
N.H.A. loans as agents for their clients. 
They must undertake all new N.H.A. loans 
they make as principals and their ability 
to do this in volume is limited by their 
own policies regarding the employment of 
their capital and credit, which must be 
employed to finance all their business 
activities, not just the creation of 
N.H.A. mortgages. They must hold the 
N.H.A. loans they do make until completion 
of all advances, In larger loans it often 
takes more than a year for a loan to be 
completed. Only then may they place or 
sell these loans, If “they sare free to 
make loans as agents, they could undertake 
a large volume of placing loans on behalf 
of investors who on their own do not, 
Hurvare “theyeven*qhalTfied, to make N.H.A. 
loans. Many of such possible investors 
who are not now involved in N.H.A. mort- 
gages *vovany”"great extent, if at afi, are 
of the type that would undoubtedly trade 


these mortgages from time to time in the 


future. 


(b) With respect to acceptability of title in 
the event of a default and a claim being 
made on the Corporation under the insurance 
obligation, the terms of sale of the mort- 
gages put up for tender by the Corporation 


are more favourable than those upon which 
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1 
9 || it is feasible for a private vendor to 
| offer its mortgages for sale. C.M.H.C. 
‘| in effect warrants title acceptability 
A on their own mortgages. The provisions 
5 of Regulation 50 constitute a very cogent 
6 technical objection affecting the desir- 
7 ability of N.H.A. mortgages as investments. 
The fact that this is cured with respect 
i to mortgages offered for sale by the Cor- 
4 poration merely serves to emphasize the 
10 objection. It also seems to give these 
11 mortgages an unfair advantage in the market 
12 over other mortgages which might be available. 
13 At present many mortgage and trust companies dealing 
14 in N.H.A. mortgages find it necessary to bolster 
r N.H.A. mortgage portfolios with conventional mort- 
gages, thus losing the advantage of the Government 
# covenant behind a total mortgage portfolio. The only 
17 entity apparently able to take advantage of this under 
18 the present rules seems to be C.M.H.C, 
19 Phy : ; 
13. The original objective of the insurance 
20 obligation was to influence more private lenders to 
21 lend more money on the higher ratio loan to value and 
2 longer term mortgages made under the National Housing 
A Act. clLt.is: probably fairvto say, that the 1954-Act 
introduced the insurance obligation in an effort to 
et have mortgage investors relate their returns on 
25 N.H.A. mortgages more closely to yields on comparable 
26 | term Government bonds than to returns available on 
ail conventional mortgages. For normal housing loans 
98 the maximum differential of 24 percentage points as 
fixed by the 1954 Act was no doubt arrived at in 
my light of the expected market evaluation of the 
—— 3h insurance obligation in relation to government bonds, 
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For a period of time after the 1954 Act came into 
force there was a sufficient flow of funds at the 
rates of interest from time to time obtaining 

within the 24 percentage point formula. C.M.H.C. 
was not involved in heavy direct lending. It can 
therefore be assumed that the initial market evalua- 
tion of the insurance obligation was favourable, 

or at least sufficiently favourable to support a 
flow of private funds into N.H.A, mortgages ade- 
quate to meet the demand in most circumstances, 

The situation in the last few years has changed. 
Except for relatively short periods, there has 
existed for the last few years and, in an overall 
sense, there exists today a substantial shortage of 
institutional and other private funds for investment 
in N.H.A. mortgages. The reasons for this are 


apparently: 


(a) The growing overall shortage of invest- 
ment capital in relation to demands in 
an expanding economy for investment 


Capital and hence the competition for it. 


(b) A re-evaluation by a large part of the 
original N.H.A. market of the investment 
attractions of N.H.A. mortgages rh ae 
of comparison with other available invest— 


ments, 


(c) And as a dislocating factor in the emergence 
of the above pattern, the entry into and 
then the withdrawal of the chartered banks 


from the N.H.A. lending field, 


(d) The failure to attract. sufficient additional 
and new investment funds either directly, or 


indirectly into the N.H.A. market. 
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One result has been that the Government, in order 
to help meet the continuing demand for housing, 

has found it necessary to make direct housing loans 
at the rate of approximately $250-300 million each 
year. Another Pesutt has Been thet many projects 
which might have been undertaken have had to be 
delayed or forgotten. The amount of direct lending 
by government must be taken as a major indication 
of the extent. of, the overall shortage of funds. 

The following is a table showing the approximate 
amounts of money for N.H.A. mortgages by all approved 


lenders compared with C.M.H.C. since 1955. 


Approved Lenders CM He. Total 
Year ($000, 000) ($000, 000) ($000, 000) 
1955 999 16 615 
1956 388 19 407 
1957 261 233 494 
1958 910 373 883 
1959 283 343 626 
1960 232 161 393 
1961.(est.) 327 275 602 
Totals 2,600 1,420 4,020 


It is to be noted that since the 1954 Act ‘has been in 
force there ‘has only been’ one major improvement in 

the terms of N.H.A, lending. That improvement was 

the removal of the so-called "2% bite". or co-insurance 
feature. Otherwise the insurance obligation has re- 
mained substantially the same, although there have 
been some minor improvements made from time to time in 


other respects, 


14, While there have been variances within the 2% 
Recents 0 point spread in the relationship between 

the yields on long term government bonds and the fixed 
N.H.A. interest rate (See Schedule "A") it is difficult 
determine whether a higher N.H.A. rate at any part- 
icular time would have been sufficient to produce more 


private funds, It is clearly desirable to keep the 
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N.H.A. interest rate down as low as possible. It 

is also necessary to have the investment of private 
funds in N.H.A. mortgages keep pace with demand. 

It would appear that the availability of funds for 
investment in N.H.A. mortgages is not solely a 
function of interest rate. Generally, other import- 


ant factors. are: 


(a) The market evaluation of the Government 


insurance obligation, 
ap bey The terms of lending generally, and 


(c) The liquidity of the investment. 


This is not. a question which is subject to easy 
analysis. There are a number of institutional in- 
vestors that originally made N.H.A. loans and who 
might have been expected to continue and expand their 


N.H.A. lending activities in a manner comparable to 


other institutions who have continued active in the 
field. Four or five institutions only, however, 
continue their N.H.A. lending activity in any real 
volume, although there are many lenders in the field. 
Many institutions who were originally making N.H.A. 
loans have substantially reduced or ended their 


N.H.A. lending. At least one of these institutions, 


Which no longer makes N.H.A, loans, has expressed the 
view that in light of analysis little, if any, value 
may be attributed to the insurance obligation. It 
therefore feels that it should get the going 
conventional rate on the amount of the loan up to 

the first 2/3rds of the valuation and say 12% per 


annum on the excess, This would mean an interest 


rate of around 84% on a 90% loan. Any institution 


2/ 


which is otherwise limited to 66°‘ 3% loans and con- 


scientiously attributes no value to the insurance 
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1 
obligation, should not make any N.H.A. loans, This 
é is exactly what many of these institutions are 
3 doing. 
“ 
is. The view has been expressed that the N.H.A. 
3 interest rate as fixed by the Government affects 
6 the interest rates set by financial institutions 
7 for conventional first mortgage residential lending. 
8 This is probably true to some extent. In theory the 
9 insurance obligation should result in an interest 
rate of from 1/4 to 1/2 of 1% less on N.H.A. mort- 
| gages than on Conventional first mortgages. If 
11 there exists a shortage of funds for N.H.A. mortgages, 
12 but many lenders still have funds to invest in con- 
13 ventional first mortgages, the conventional rate 
‘vi will tend to stay at from 1/4 to 1/2 of 1% over the 
| fixed N.H.A. rate until the competition for conven- 
1 tional first mortgages drives the rate down. This 
16 Situation exists only because of the reluctance of 
17 lenders to make N.H.A. loans, If there were funds 
18 equally competing for N.H.A. loans, that rate would 
19 Similarly be driven down by competition. The con- 
clusion is that those lenders who remain active, 
a apparently continue to be satisfied with the 
21 relationship between government bond and N.H.A. yields 
22 Or possibly have such a volume of funds for investment 
23 that they must take advantage of N.H.A. mortgages as 
24 an outlet. But because the lenders who are appar- 
ently no longer satisfied with the relationship have 
2 Substantially gone out of the field, the published 
26 Statistics do not tell the whole Story. And then 
27 there is the added complication to any such analysis, 
28 that direct government lending has increased. This 
99 very substantially affects the usefulness of Statis- 
30 tics as an aid to interpret market evaluation. Only 


if the interest rate on N.Hl.A. mortgages had been 
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free to vary during the period under review, and if 
there had been substantially less direct lending by 
the Corporation, would the statistics be of any 
real assistance in analyzing the question of how 


the market evaluates the insurance obligation, 


16. It seems therefore that the yield available 
on N.H.A. mortgages is only a really important factor 
to those investors who either continue to evaluate 
the insurance obligation favourably or have found 
some method of providing a cushion against, as they 
see it, the uninsured risks involved. Even if the 
rate were free to go to say 8 or 9% or higher, this 
alone would not necessarily produce the desired 
funds. For one thing the expected rate of prepay- 
ments to permit refinancing at lower rates would 
discourage institutional lenders from getting 
heavily involved; for another, larger institutions, 
for public relations reasons, shy away from high 
rate loans, But all that is hypothetical because 
the Government would never permit such rates. The 
continuing objective is to lower the rates. while 


continuing to attract adequate funds into the market. 


i ty BP The question is then what are the factors, 


other than yield which affect the. attractiveness 

of N.H.A,. mortgages as investments. This question 
has been discussed with a number of investment 
officers at various times. The experienced mortgage 
investment officers approached the question.in a 
ditferent way than did other investment officers, 
but amongst all there was a divergence of view as to 
the most important factors. The following is a list 
of the factors most often mentioned, but because of 
the divergence in the views obtained, no particular 


order of priority has been attempted: 
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(a) There is the possibility that in the future the 
Corporation might attempt to avoid its obligation 
to pay under the Mortgage Loan Insurance Policy 
because of title unacceptability. This could come 
about notwithstanding that the mortgagee had 
taken all reasonable precautions, including the 
retaining of competent and experienced solicitors 
at the time the mortgage loan was made. Regula- 
tion 50 states that the Corporation will accept 
title, which is satisfactory in "the opinion of 
leading solicitors and notaries generally in 
respect to the community in which the property is 
situate”. This is a test which is difficult 
and impracticable to apply and no procedure is 
laid down in the Regulations to cover the problems 
of application. In the event of any dispute the 
legal test of responsibility ought to be the law 
of the province in which the property is. situate. 
The Regulations should contemplate the taking of 
any available court proceedings to establish re 


acceptability in the event of a dispute. 


(b) Even if the mortgagee has caused to be made a 
proper investigation of the title to the mortgaged 
premises at the time that the mortgage loan is made, 
future changes in the law respecting the validity 
of titles could very well relieve C.M.H.C. of its 
obligation to pay under the insurance obligation. 
This does not raise the question of moratorium type 
legislation, but rather changes in law (e.g. an appeal 
court reversing a previously accepted lower court 
decision) after the loan has been made. So long as 
the lender did everything a prudent lender should 
have done when making the loan and its solicitors 
have dealt with any title questions on the basis of 


the law as it then was, the lender should not be 
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penalized by future changes in the law over 
which it has no control. The lender obviously 
cannot subsequently release or otherwise impair 
or alter the security (except as permitted by 
Regulation 41) but it should be protected if it 
has taken the usual careful precautions. If the 
insurance obligation is to assist in making the 
mortgage more tradeable, the point in time when 


title acceptability should be relevant is when 


the mortgage was made. 


(c) In modern techniques of development and subdivi- 
sion there is often included the imposition of 
various kinds of restrictions and limitations. 
Items questioned in this area, a8 well as other 
title questions may well come within the class of 
approved title defects or they may fall outside of 
them, in which case it is necessary to establish 
their acceptability. The method of establishing 
the acceptability or inclusion of approved title 
defects can be substantially improved so as to 
provide lenders with a responsible degree of cer- 


tainty covering questions of title. 


(d) Section 7 of the Act states that a loan is insur- 
able if it is made under some one or more of the 
provisions of that section and also "on such terms 
and in accordance with such conditions in addition 
to those specified in the preceding paragraphs as 
may be designated by regulation." Some experienced 
mortgage investment people wonder if a building can 
ever be completed in full technical compliance with 
the Regulations. Certainly there is no practical 
way for a mortgagee to satisfy itself on this point. 
Inspectors employed by C.M.H.C. make their normal 


checks during the progress of construction, but 
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their periodic or final approvals do not const- 
itute, under the provisions of the Act and 

ie Ga led Unie an admission by the Corporation 

that everything has been done in full technical 
compliance with the Act and Regulations. It is 
possible, therefore, that the Corporation could 
in the future avoid its obligation under the 
insurance policy by raising some technical objec- 
tion to the manner in which the building was 
completed or the mortgage loan made, even though 
a Mortgage Loan Insurance Policy was issued. Once 
the policy has been issued it ought not to be 


voidable. 


The cost of putting an insured loan on a mort- 
gagee's books usually exceeds the cost of putting 
a conventional loan on the mortgagee's books and 


there are more administration, forms, etc. involved. 


The repayment privileges permitted under N.H.A. mort- 
gages are more liberal than normally extended in 
conventional lending. This has been partially 
remedied by an amendment which permits multiple 
housing loans by corporate ery oners to be non- 


prepayable during the first ten years. 


In the insurance settlement, provision is made 

for the payment of interest at the mortgage rate. 
for a six month default period. In many provinces 
established mortgagors' rights make the completion 
of foreclosure proceedings within six months almost 
fo y ihaee If the mortgagee conducts his collec- 
tion and realization proceedings in accordance 

with ordinary prudence and with all due despatch, 
it would seem reasonable that interest at the full 
rate should continue to be insured. Lenders would 


accept a reasonable period, but six months is not 
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1 
equity, is desirable. This is the theory behind the 
; concept of institutions which will deal in and hold 
- only N.H.A. mortgages and sell securities to finance 
4 the holding of such a portfolio. These securities 
5 should prove not only attractive to investors who 
6 would unlikely make direct investments in N.H.A. 
mortgages under any circumstances, but also to certain 
; larger investors and the public who have little 
mortgage investment experience. One very important 
9 aspect of this type of financing is that it removes 
10 from the investor all responsibility for and concern 
11 about the administration of the mortgages. Also, it” 
provides a cushion for possible future excessive fore- 
:: closure and other unexpected expenses. More import- 
# antly, the creation of a tradeable instrument permits 
itt a high degree of liquidity not available in direct 
15 mortgage investments. Such a form of security may 
16 prove so attractive as to lead to lower interest costs 
A on the N.H.A, mortgages themselves. 
18 Qs The object of the legislation ought to be to 
19 facilitate the situation in Canada where the most 
possible investors have the freedom and Hiéantive to 
$i invest and trade (directly, or indirectly via securities) 
21 in N.H.A. mortgages. The objective should be to provide 
22 a constant flow of private funds competing for the 
23 Opportunity to invest in N.H.A. mortgages. It is then 
7A possible for the capital market to dictate satisfactory 
interest costs in light of the investment character and 
a liquidity of the mortgage with little or no, or perhaps 
ap only periodic or special situation government regulation, 
27 interference or competition. It is therefore suggested 
28 that a new stimulus be given to private ga PURE Tia eon 
99 in N.H.A. lending; a stimulus which will cause private 
ah capital to re-evaluate the whole investment relation- 
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ship of N.H.A. mortgages to long term Government bonds 


and other available investments. This can be achieved 


by taking action to answer the existing objections to 


the terms of N.H.A. lending. The improvements advocated 


would have the additional effect of stimulating secondary 
market activity. It is perhaps helpful to re-state the 


main reason why the existence of a responsible secondary 


market is desirable. 
that there will always be responsible buyers available 
for such mortgage paper as investors may from time 

to time wish to sell, more investors will be willing 
to put more money into N.H.A. mortgages in the first 
place. It logically follows that more approved 
lenders and others will therefore participate in 
lending activities than in the present unsatisfac- 
tory state of affairs where only a very few lenders, 


pilus C.M.8.C. provide most of tne N.HwA. Lunds. 


20 There are, then, two basic conditions for 
a successful secondary market operation in N.H.A. 
mortgages: (1) rules which facilitate the easy and 
orderly direct trading of mortgages, and (2) the 
existence of some form of liquid and marketable 
security which will facilitate the easy and orderly 
indirect. investment in and trading of mortgages. If 
these two conditions exist, then it follows that 
there will be substantially more lenders with sub- 
stantially more money regularly available for invest- 
ment in N.H.A. mortgages. Significant is the fact 
that a broader group of more active lenders will be 
interested in and competing for investments in a much 
broader scale of N.H.A. mortgages than is now the 
case. This will be important not only to buyers of 
single family homes, but also to the builders and 


developers and future occupants of various kinds of 


multiple housing projects. 
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a By removing the objections which apparently 
loom large in the minds of many investors, a whole 
chain reaction of events logically follows. As 
stated, there will be more money from more lenders. 
This will mean that there will be competition for 
the available loans, rather than the periodic acute 
shortages of funds. Competition for loans will 
result in the market governing the interest rates, 
which will then tend to fall without direct regula- 
tion. Interest rates, being realistically related 
to the whole capital funds market, will more closely 
follow bond rates. Central bank control of and 
influences on the national financial situation will 
then affect all segments of the economy more evenly. 
Housing need not be singled out for special control, 
but the special implements of control and influence 
in the mortgage field may be retained for use only 
in special circumstances. Heavy direct lending by 
government ought only to be used as a stop-gap 
measure, but a continuation of the recent trend 
would soon establish it as an accepted method of 


financing residential construction. It is quite clear 


that the development of strong secondary market activity 


will relieve the Government of the necessity of being 
a heavy direct lender of funds and will provide over 
the years an opportunity to the Government to sell a 
substantial part, if not all, of its portfolio of 


ordinary housing loans. 


eos In a nation whose strength arises from the 
independent spirit of its people, it is distressing 

to have a governmental agency as the largest mortgagee 
and hence potentially the largest landlord. In the 
areas of housing and the financing of housing, there 
are tremendous fields of operation for government 


directly and via C.M.H.C., other than that of supple- 
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menting the various private means of raising 
capital.” “One of these dreas of operation is 
surely assisting in creating the investment climate 
in which the various private means of raising capital 
are used to full capacity. It is not advocated that 
C.M.H.C. either immediately or ultimately, completely 
withdraw from the field of direct lending. It should 
continue direct lending in outlying areas where it is 
unable to persuade private lenders to go or where 
it thinks private terms too difficult for the borro- 
wers. It should continue to have the facility to 
make loans in periods of tight money, unemployment 
and in other situations where direct lending is 
necessary and desirable, but the exercise of this 
function ought to be substantially less SA ad ets 
and certainly should be used more sparingly. The 
Corporation's resources would then be more available 
for the extremely important special government under- 
takings of public housing, housing for elder citizens, 
university residences and the various other desirable 
items that are often more effectively undertaken by 
government than by private financial institutions. 
The housing requirements of the future, at least for 
the next ten years, appear to be in the neighbourhood 
of 125,000 to 150,000 units per year. This means 
that from $600 to $900 million of mortgage funds 
insured under the National Housing Act will be sought 
each year. From all present indications the part- 
icipation of private capital in mortgage finance 
under the Act will not keep pace with these require- 
ments. It seems essential therefore that steps be 
taken to irradicate the reluctance of investors to go 


into N.H.A. mortgage investments. 


Ae ¢ The following recommendations for Governmental 
action are submitted for the consideration of this 


Commission: 
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Amend Regulation 50 to provide that the Corpora- 
tion will not, in an insurance claim settlement, 
object to title if it was satisfactory under the 
law of the province in which the mortgaged premises 
are situate at the time when the mortgage loan was 
made. (Reference herein is made to Schedule A 


hereto). 


Amend Section 9 of the Act to provide for inclu- 
sion in the insurance settlement of interest at 
the mortgage rate for a longer period so long as 
realization adenaddnas are being prosecuted with 
due despatch. Also provide for the contribution 
to the costs of realization on a basis which will 
offer, particularly to smaller lenders, less risk 
of bearing unusually large costs which may well 
arise out of circumstances beyond their control. 


(Reference is made to Schedule A hereto). 


Amend Sections 3 and 6 of the Act and Regulation 
47 to provide that approved lenders may make 
N.H.A. loans as agents for investors. (Reference 


is made to Schedule A hereto), 


Amend Section 7 of the Act to provide that the 
issuance of the insurance policy estopps the Cor- 
poration from subsequently relying on building or 
procedural defects incurred prior to the issuance 
of the policy to avoid the obligation to pay under 
the policy. (Reference is made to Schedule A 


hereto). 


Amend Regulation 20 so as to clarify that reason- 
able commitment and standby fees may be collected 
by an approved lender. (Reference is made to Sche- 


dule A hereto), 


Direct that C.M.H.C. be permitted to negotiate for 
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the sale of mortgages from its portfolio, even 
although certain aspects of the tender system are 
preserved as to price. Have C.M.H.C, in a position 
to deliver mortgages in sufficiently large packages 
(as well as in smaller ones) that as many potential 
buyers as possible can be satisfied. Rather than 
the flat fee servicing basis upon which C.M.H.C, 

is prepared to service mortgages, have them 
prepared to negotiate servicing contracts that 


are competitive with other approved lenders, 


24; In addition to the foregoing, the whole 
question of chartered bank participation in N.H.A, 
lending and secondary market activity in N.H.A. mort- 
gages should be reviewed. Some of the banks have 
recently come back into the N.H.A. lending business 

in a relatively small way through trust companies. It 
seems logical that others may follow, particularly 

if an active and responsible secondary market were in 
operation. Because perhaps up to 3,500 of the 5,500 
odd bank branches throughout the country could acti- 
vely function as mortgage outlets and mortgage ser- 
vicing offices, it is desirable to have broad chartered 
bank participation in the N.H.A, lending program. Our 
chartered bank branch system is unique in its facility 
to participate in and serve the N.H.A. mortgage lend- 
ing business. In addition to their physical and 
personnel attributes, they exert a large sphere of 
influence in investment matters. If banks could make 
and service loans as agents, they could from time to 
time introduce new funds of others, as well as their 
own, into N.H.A, lending and they could assist others 
in the creation and servicing of new loans. Their 
servicing facilities would also be available on a 


competitive basis in secondary market activities, 
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1 
20% It seems that the reluctance on the part of 
2 the banks to participate directly in new lending 
3 might well be overcome by an amendment to the Bank 
4 Act, comparable to the amendment of several years 
5 ago to the Canadian and British Insurance Companies 
Act, don fitning the legality of N.H.A. mortgages as 
° investments. Notwithstanding the specific authority, 
7 as set forth in Section 3 of the National Housing 
8 Act, to approved lenders to make N.H.A. mortgages, 
9 the Canadian and British Insurance Companies Act 
ie does specifically make N.H.A. "legal for life without 
resort to the basket provisions". It would seem 
il appropriate therefore to amend the Bank Act in a 
12 comparable way. This would then free those char- 
13 tered banks who are doing their N.H.A. lending act- 
14 ivities through trust companies to do them directly, 
ts if they so chose. It would undoubtedly lead to a 
growing bank participation in N.H.A. lending 
+e activity without further consideration of the some- 
17 what, at least to the layman, confusing question of 
18 banks lending money at rates in excess of 6% per 
19 annum. If some banks were to recommence their direct 
a0 participation in the N.H.A. lending program, others 
would be bound to follow. The question of the 
_ power of approved ‘ee pe to make N.H.A. loans as 
22 agents, rather than solely for their own account as 
23 principals, is given additional importance and 
24 urgency when the participation of banks is considered. 
95 Their ability to assist in and finance the creation of 
new loans on behalf of various classes of investors 
> is substantially simplified, and their authority for 
27 so doing clarified, if the power of approved lenders 
28 to make loans as agents is specifically spelled out in 
29 the Act. 
30 20.6 A responsible secondary market in N.H.A, 
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mortgages depends upon active trading, either 

direct trading of mortgages or trading of securi- 
ties backed by mortgages. The banks have substan- 
tial portfolios of mortgages which, if competitively 
qualified in the market, would be bound from time 

to time to find their way into the saci eta To the 
extent this occurred it would produce funds in the 
hands of banks for new lending. Liquidity has 
always been an important factor in the investment 
programs of many, but particularly of banks. The 
establishment of a responsible and active secondary 
market for N.H.A. mortgages would certainly provide 
the desired degree of liquidity and would strongly 
influence wide participation by banks in secondary 
market and new N.H.A, money activities. It is 
therefore recommended that the Government give 
serious consideration to having all amendments apply 
to all mortgages made under the 1954 Act, including 
the removal of the 2% co-insurance feature. Such 
action would put all N,H.A. mortgages on an equal 
footing for trading, except for interest rates and 
maturities, as is the case with government and other 
bonds. By reason of the fact that loans made with 
the 98% insurance feature have been in existence 

for some time and have had several years of payments 
made thereon, the added contingent liability to the 
insurance fund for making this move would likely 


prove nominal, 


20, As stated, it is not recommended that C.M.H.C. 
should withdraw from direct lending entirely. There 
will undoubtedly continue to be periods of time and 
geographic locations where direct lending will continue 
to be desirable in the national interest. In supple- 
ment to governmental direct lending activity, it is 


recommended that the basis of direct lending be 
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broadened and made more flexible by the introduc- 
tion of special loans to approved lenders. Such 
loans should be available on terms which will provide 
an incentive to approved lenders sufficient to induce 
them to make mortgage loans which they would not 
otherwise make. Primarily the incentive should be 
lower interest costs designed to compensate for 
additional servicing costs. The joint loans that were 
made prior to the 1954 Act also provide an indicated 
method which proved successful in the past. It is 
desirable to have as many methods of providing 
financing for the making of N.H.A. loans as possible 
in order that the various requirements of as many 
sources as possible may be met. On this vein it 
should be noted that it is desirable to have the 
country's investment dealers brought into the N.H.A. 
mortgage market activities on a better basis than is 
now available to them. It is my contention that 
investment dealers are more effective at dealing in 
securities than in mortgages and that therefore they 
would best serve N.H.A. mortgage secondary market 
activity by selling securities based on mortgages. 
However, they should not be limited to this field. 

If C.M.H.C. could make commitments to be a buyer 

of last resort of N.H.A. mortgages held by investment 
dealers, then with confidence they could take on 

more mortgages and hold them for sale. This would 
similarly apply to companies set up to deal only in 
N.H.A. mortgages. Temporary banking accommodation 
would be more readily available until an issue of 
securities could be marketed. On the several tenders 
to date of mortgages for sale by C.M.H.C., on many 

of the parcels there have been a number of bidders. 
It seems quite apparent that a system of negotiated 


sales could be established to fill the requirements 
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of many of these unsuccessful bidders. This is not 


now available under the tender system in force. 


28. With respect to the technical aspects of 
securities of companies dealing only in N.H.A. 
mortgages, it is desirable that such séeud P¥tEes 

be qualified as investments in which companies 
registered under the Canadian and British Insurance 
Companies Act may invest their funds or any portion 
thereof, without availing themselves for that 
purpose to the provisions of section 63(4) of that 
Act. The collaterally secured obligations of such 
companies are saleable, of course, on the basis 

that they are secured by the pledge of the portfolio 
of N.H.A. mortgages. However, the basis of the 
opinion must rest on irrelevant provisions of the 
Act, such as Section 63(1)(j)C(i)(A), even although 
it has no relation to the main security. The reason 
for this is that for the collaterally secured 
obligations to come within sub-section (h) they 

must be "fully secured". All counsel canvassed on 
this matter agreed that this contemplates the regis- 
tration of assignments of mortgages, trust deeds, 
supplementals, etc. against the title to every 
mortgage acquired. Such registrations are, of Course, 
expensive and not feasible; hence the legality, for 
opinion purposes, must rest on technical qualifica- 
tion within a section not relevant to the business 
aspects of the financing. Because of the foregoing, 
a group desirous of entering this field acquired a 
company which was a suitable vehicle by virtue of its 
having paid the stated rate of dividend on its 
preferred stock for more than five years, Some 
qualification to this legislation which would permit 
greater flexibility in the organization of companies 


for secondary market operations is clearly desirable. 
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rd Not only can the various sources and methods 
abovementioned produce adequate funds for the second- 
ary market activity, but they can produce sufficient 
funds so that there will be competition for new 
loans. This is bound to reflect in the interest 
charges on N.H.A,. mortgages and tend to lower them. 
It is, therefore, most desirable that all those 
various factors be brought into play. When they have, 
as a second step, it is recommended that the Govern- 
ment free the interest rate chargeable on Neo WA. 
mortgages, because regulation should no longer be 
necessary. The main regulating factors then, would 
be current yields on Government bonds from time to 
time and special situation servicing costs. This 
should prove not only satisfactory to the market, but 
desirable from many standpoints. When investors 
come to relate the return on their direct or indirect 
investments in N.H.A. mortgages to the yields on 
government bonds, the spread will be narrowed and 


fluctuations confined within closer limits. 


30. The foregoing are thoughts and recommenda-— 
tions with respect to a purely Canadian secondary 
market in N.H.A. mortgages." ’ This S's” not "Vesay that 
foreign investment capital would not from time to time 
be employed therein; no doubt such a money rédbrement 
would likely often look beyond our borders for 
satisfaction. However, the thoughts outlined are 
developed from and applied to the indicated pattern 

of development of our legislation, our financial 
institutions, our housing requirements and our 
national needs. The U.S. pattern of providing 

F.H.A. and V.A, mortgage loans is now briefly 

outlined in order to emphasize the differences in 

our respective overall situations as they have 


developed in this field, Under the United States 
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1 National Housing Act, the Federal Housing Adminis- 

2 tration (F.H,.A.) imsures single family, multiple 

3 family and many special assistance housing prog- 

all rams, including redevelopment, renewal, college 
housing, housing for the elderly, nursing homes, 

‘ etc. Applications for these loans are made in a 

6 way comparable to the application for a Canadian 

¥( N.H.A. loan, The significant difference is that 

8 the fixed interest rate is not protected. Loans 

9 may be made at a discount, A builder having 
obtained F.H.A. approval of his subdivision applies 

- to F.H.A. through a local mortgage banker for an 

11 undertaking to insure. When this undertaking has 

12 been received, the mortgage banker (or broker) will 

13 arrange to place the loan with a savings and loan 

14 association, life insurance company, etc, at a 
price. If this price is less than par, and most 

i often it is, this discount is passed to the builder. 

16 The mortgage banker may not seek an institutional 

17 commitment to take up the loan on completion at the 

18 OUTSET, DUL May Carry it ‘in its) porttolie. In this 

19 case, it usually seeks from The Federal National 
Mortgage Association (F.N.M.A.) a standby commit- 

" ment for purchase on completion. Such a commitment 

21 is normally from 1/4 to 1/2 of 1% under market and, 

22 of course, will be taken up if the market has 

23 worsened prior to completion of the mortgage and 

oA its availability for delivery as a completed loan. 
F.N.M.A. operates as a government agency stabilizing 

- the mortgage market by purchasing and selling F.H.A. 

26 loans, On balance, it is a larger purchaser in that 

27 it issues its own obligations to the public and to 


28 the Treasury Department, the latter particularly in 


connection with special assistance programs which are 


29 


financed at lower interest rates than are marketable 


30 
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(i.e. 3-3/8% - 40 years). The F.H.A. guarantee 

in the event of default pays in 20 year Debentures 
bearing an interest rate, which is set at a rate 
comparable to the market rate of outstanding 20 

year Government bonds at the time of guarantee of 
the mortgage and carrying the unqualified guarantee 
of the U.S. Government. F.N.M.A., purchases F.H.A. 
mortgages at a discount, currently 95 - 96 - 97 

to par for special assistance programs, and requires 
the seller to purchase common stock in F.N.M.A. to 
the extent of an additional 1%, thus increasing its 
paid-in capital as it acquires mortgages. It is 
Currently paying-a dividend of $3.24 per share 
annually and its stock is currently selling at about 
84. Its general obligations, which are not guaran- 
teed by the U.S. Government, mature in from six 
months to fifteen years and currently yield 2.76% 

to 4.09%. Due to its acquisition of ere ee 
yielding about 5.25% (face rate 5-1/4 less 1/2% 
servicing, purchased at 96, equals approximately 
9.25% yield) and selling its obligations at sub- 
stantially less, F.N.M.A, has a profitable operation. 
When the market for F.H.A. loans improves, F.N.M.A. 
sells its mortgages in an orderly manner to permanent 
institutional investors at prices somewhat over its 
initial purchase price, thus acting as a balance in 
the market. (Currently) it cis. offering iis FAG 
Single family loans bearing 5-1/4% interest at 99. 
In 1960 F.N.M.A. sold from its portfolio almost as 
many “seasoned” loans as it acquired in new loans, 
In 1961 it purchased several hundred million more 
than it sold. The mortgage market is now improving 
so that F.N.M.As will ‘again, bee substantial seller 
of loans in 1962..> Other “convetters of “FHA. 
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savings banks, savings & loan associations, commer- 
cial banks, through their time deposits, and more 
recently real estate mortgage investment trusts. 
Several such trusts have recently been formed, but 
all are based on the idea of substantially higher 
returns to the investor than the face rate of the 
mortgage, which is accomplished by borrowing on. 
collateralized loans at lower interest rates and 
making uninsured land development loans and con- 
struction loans. Since no guarantees are made by 
these trusts and since they have so far been sold 
on the expectation of a higher, more speculative 
return, their affect on the mortgage market is still 


unknown, 


Respectfully submitted, 
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SCHEDULE A 


It is recommended that Section 50 of the 
National Housing Loan Regulations be 


amended to read as follows: 


"50, The Corporation may, at its own 
expense, cause a search to be made of the 
title to the property and shall, within 
thirty days of the receipt of a claim, 
notify the approved lender whether or not 
it has any objection to the adequacy of 
title, provided that the Corporation shall 
not object to the adequacy of such title 

if at the earlier of the date upon which 
the insured loan on the property was fully 
advanced or the date upon which the policy 
of mortgage loan insurance was issued, the 
title to the property was, in accordance 
with the law, as it then was, of the 
province or territory in which the property. 
is situate, good and marketable without 
defects, or good and marketable subject 


only to any or all of the following defects: 


(1) Defects in title specified or to be 
specified in the policy of mortgage loan 


insurance, 


(2) Defects comprising some one or more of 


the following: 


(a) Violations of size, cost, setback or 
use restrictions which do not provide 
a penalty of reversion or forfeiture 
of title, or a lien for liquidated 
damages which may be prior to the in- 


sured mortgage. Violations of such 
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(b) 


(c) 


(d) 


(e) 


(f) 


AQ32 
restrictions which do provide for 
such penalties, provided such penalty 


rights have been duly released or sub- 


ordinated to the insured mortgage. 


Violations of a municipal restriction 

on size, cost, setback or use that are 
common to the neighbourhood in which 

the mortgaged property is situated, 
provided that the Clerk of the municipal- 
ity confirms that the violations have 
been common and that the municipality 

has not taken action in respect of such 


violations, 


Violations of a restriction on owner- 
ship or occupancy based on race, color, 


creed or national origin. 


Easements, servitudes or reservations 
for public utilities along one or more 
of the property lines and extending not 
more than 10 feet therefrom and for 
drainage or irrigation ditches along the 
rear 10 feet of the property, provided 
the exercise of the rights thereunder do 
not interfere with any of the buildings 
or improvements located on the mortgaged 


property. 


Easements, servitudes or reservations 
for underground conduits that do not 
extend under any buildings on the mort- 


gaged property. 


Mutual easements, servitudes or reser- 
vations for joint driveways constructed 


partly on the mortgaged property and 
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(g) 


Ch) 


(i) 


(k ) 


partly on adjoining property, provided 
the agreements creating such easements 


are of record. 


Encroachments on the mortgaged property 
by improvements on adjoining property 
where such encroachments do not exceed 
1 foot, provided such encroachments do 
not touch any buildings or interfere 
with the use of any improvements on the 


mortgaged property. 


Encroachments on adjoining property by 
eaves and overhanging projections atta- 
ched to improvements on the mortgaged 
property where such encroachments do not 


exceed 1 foot. 


Encroachments on adjoining property by 
hedges, wooden or wire fences belonging . 


to the mortgaged property. 


Encroachments on adjoining property by 
driveways belonging to the mortgaged 
property where such encroachments d‘o 

not exceed 1 foot, provided there exists 
a clearance of at least 8 feet between 
the buildings on the mortgaged property 
and the property line affected by the 


encroachment. 


Variations between the length of the 
mortgaged property lines as shown on the 
application for insurance and as shown 
by the record or possession lines, pro- 
vided such variations do not interfere 
with the use of any of the improvements 


on the mortgaged property and do not 
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involve a deficiency of more than 2% 


1 
with respect to the length of the front 
2 line or more than 5% with respect to the 
3 length of any other line. 
4 
(1) Encroachments. by garages or improvements 
5 other than those which are attached to or 
6 a portion of the main dwelling structure 
7 over easements for public utilities, pro- 
vided’ such encroachment does not. interfere 
8 
with the use of the easement or the 
9 é 
exercise of the rights of repair and 
10 maintenance in connection therewith, 
11 } 
(m) Reservations of coal, petroleum, gas or 
12 mineral rights. 
13 
(n) Liens or charges on the property, for 
14 ae 
accruing provincial income taxes or 
15 municipal realty taxes, rates, charges, 
16 assessments, local improvement rates or 
17 assessments, including school, ecclesias- 
tical and other general or special taxes, 
18 
or instalments on account thereof, not 
19 
due at the earlier of the date@pon which 
20 the insured loan on the property was fully 
yal advanced or the date upon which the 
22 mortgage loan insurance policy was issued. 
23 (3) Defects comprising easements, restrictions, 
24 reservations or encroachments, not coming 
within the classes of defects enumerated 
2 
under subsection (2), as would not be 
26 ! 
violated by the construction on the prop- 
27 erty of a house or multiple family dwelling 
28 in accordance with conditions under which the 
29 insured loan thereon was made or by the reason- 
able use of the property for residential pur- 
30 | 


poses. 
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Toronto, Ontaric A935 
1 The approved lender, at its option and 
9 within ninety days, or such longer period 
as the Corporation may approve, from the 
; receipt by it from the Corporation of 
4 notice of objection to the adequacy of 
5 title, shall either satisfy the objection 
6 or. withdraw the claim, provided that the 
7 approved lender may not be required to 
withdraw the claim so long as any proceed- 
: ings as to the adequacy of title are out- 
9 Standing in or before any court, master 
10 of titles or land registrar of competent 
11 jurisdiction. The Corporation may appear 
10 in any such proceedings and if the law of 
the province in which the property is 
> Situate permits, may be a party to such 
14 proceedings. The Corporation shall not 
15 object to any defect in title arising sub- 
16 sequent to the earlier of the date upon 
7 which the insured loan was fully advanced 
or the date upon which the policy of loan 
18 < 
insurance was issued so long as such i) 
19 defect is not consequent upon any act of 
20 the approved lender.” 
21 
While the foregoing revision of Regulation 50 
7 would regularize the contents of C.M.H.C. 
23 Advice No. 43 into the Regulations and is 
24 Strongly recommended as establishing an accept- 
25 able procedure for meeting some of the serious 
26 difficulties experienced under the present 
legislation, it is not the best solution to the 
7 problems raised. The best solution would be one 
28 which promoted secondary market activities. 
29 Under either the present or the above proposed 


30 scheme of dealing with title questions, subse- 


rie - iA, hig : i 
Dior Sn Ny Ce ht eek 

pik Ge Cade oie , 7 oy ry ite f : 
\ eile RS wd , : ae w 


2 y 


f 16 Hi Be 


reg ’ ay md ry wey. el ‘ 
Pe ike bas notsg ebnol | ie 
i “valiog oe dows 10 vaveb, ean 2 ) 
\ . . aS OE ay ry UO hay ; ‘ers 
Ait } os mor? sevorgas ie noisexoqred ond a8 Vas 


v 


RTC i) a noi seroq4od Pear st yd bata 
ame | vobugante ets oF vhatsisid ils scison 
‘nottoatdo off yYetsee sadtie [fede ,oslti3 


»misis eds wetbaitw xo 


943 JHds Hobivovg 
OF boxriupst od ton yem tobnol bevorggs 
~“hesoo1q yils #6 phot oe mists ods weibasiw. 
<guo sth Slits Bo yseupsbs sds otoes apni 


yot2em ,t4n09 vas stoted to mi pribnaste 


“yHH35qmod Lo texteipor° basi to aeltis to 


TeaSgqs yom hoitsxrogxod sat Mossotha lst 
to wel oft ti bas sole tb eueae Howe yas ni 

ai ydreqotq sit doidw ni sani eoee ans 
— howe 62 yttsq 6 od Y¥sm 2timisq otsusie 


ee ' ton (Lede noistervogred sil  ,apnibsss01q 


Pop utile gvteice ells at soeleb yaw ot oatdo li 

sid noqi ofsb oft to xellipe oft: od tneupse f 
peonevbs Yilvt enw neol beruenh aft doidw | 

Bak loid pot To yoifog sits fotdw moqy eseb oft 10° ; 

i % woue as pol oe beweel e@ew sonstuani a 

= to t9e ye nogu ¢rowpeatod Fon ei Tosiob ® i 

" tobneal beverqqs ont | OF , 
ee 
tov oe) OF mnokislypoh To aoiaiver gniogetot eft ofiaW : 
| J.HLM.D to ainatnoo i wel debeeae biluow ‘as ‘ 

8S . 
l 


2i base enotisiupeH ot oFni Eb .OW sotvba 
~3iq9008 ns patdhaildsies 2s bebnemmosey yipuorse 
ewotxise ott To smoa pnkiseom 10% stubsv0rg olds 


jneestq od tobnw beoneiteqxs zotiimolliib 
a6) edd Of notiuloe gaod oft ton 2i Fi Mokssleipes 
KY ? eno od bluow noitwloe tasd oAT  .bsetsx emoldorg 
oe | -esisivison sedism yxsbnose2 botomoxqg doit 
Wie k #43 nt v 
r bezoqo7q evods TE 19 rere aia toddis baht 
Fi ak AL Oa. (8S 4s, 1 
tah Pekin ics taaiins rere dsiw p 


, 
ey, 


vagy 


- wes he + ab le Sy hte ist ‘ 


Nethercut é Young 


> (s es ake 6 * 
Torente, Ontaric AQ3o 


quent purchasers of mortgages must still 
investigate and be satisfied with the title 

to each mortgage purchased. Hence the fore- 
going suggestion, while solving certain 
existing inconsistencies, does not attempt 

to promote coronary market activities. The 
only other presently available solution is for 
the seller of tye Mentasaes to warrant title. 
Institutions seldom warrant title to properties 
they sell, hence in most instances separate 
title opinions are necessary. Warranting 
titles may be a satisfactory method of dealing 
with isolated transactions, but it will prevent 


any real activity in a secondary market. 


Obviously, to make an N.H.A. mortgage freely 
tradable, the adequacy of title for Section 50 
purposes should be established at the time the 
policy is issued. The only title item then 
which would remain outstanding during the term 
or the loan would be defects consequent upon 

the acts of an owner of the mortgage and these 
would not only be easily ascertainable, but also 
they are completely within the control of the 
owner of the mortgage. Although the carrying 
out of this suggestion may add somewhat to the 
administrative tasks of C.M.H.C., the consequent 
beneficial results to the development of a 
secondary market would completely justify the 
move. It is therefore strongly recommended that 
C.M.H.C. be requested to study methods of imple- 
menting this latter suggestion. In the meanwhile 
the within suggested revision of Section 50 of 
the Regulations would provide a very substantial 
and beneficial improvement over the existing 
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It is recommended that clause (d) of sub- 
section (1) of Section 9 of the National 


Housing Act, 1954 be amended to read: 


"(d) where the default period in respect 


of any amount specified in paragraphs 
(a), (b) or (c) is in excess of six 
months, additional interest at the 
mortgage interest rate on each such 


amount for the shorter of: 
(i) the period of such excess, or 


(ii) a period of eighteen months, if 
after the mortgage account had 
gone into default in an amount 
equal to three monthly payments 
of principal, interest and taxes 
where the loan is repayable monthly 
or in an amount equal to the quarter- 
ly, semi-annual or annual payment 
where the loan is repayable quarter- 
ly, semi-annually or annually, the 
approved lender holding or adminis-— 
tering the loan, within the time 
prescribed by regulation, notified 
the Corporation of such default and 
took such steps in respect of such 
account as were satisfactory to the 
Corporation, provided that where the 
default period exceeds six months and 
in the opinion of the Corporation the 
person holding or administering the 
insured loan has not actively and 
with due despatch pursued the reme- 
dies available at law and under the 


mortgage, the Corporation may reduce 
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Nethercut & Young 
Terente, Ontaric A938 
by two percentage points the amount 
of interest payable under this 
paragraph for the whole or any part 
of the period in excess of the first 


six months; and" 


and that clause (e) of subsection (1) of Section 


9 of the Act be amended to read: 


"(e) an acquisition fee of one hundred and 
fifty dollars and such legal fees and 


disbursements as either: 


(i) may be approved by the Corporation 
and acceptable to the approved len- 


der, or 


(ii) in respect of the foreclosure proc- 
eedings, have been taxed or other- 
wise fixed by the court, or a com- 
petent officer thereof, having juris- 
diction in the foreclosure proceedings 
as the costs of such proceedings coll- 
ectable by the approved lender from 


the mortgagor; " 


It is recommended that Section 3 of the Act be 
amended by the addition to subsection (a) of the 
words "either as principal or agent" so that the 


subsection, as amended, will read as follows: 


"(a) in accordance with this Act, either as 
principal or agent, make approved loans 
on the security of a first mortgage in 


favour of the lender;" 


It would also be necessary to provide specifi- 
cally that construction progress loans being made 


under the Act by an approved lender as agent 
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Terento, Ontaric A939 
1 would be deemed to be insured loans, It is 
D therefore recommended that subsection (3) of 
Section 6 of the Act should be amended to read: 
3 
4 "(3) When an approved loan is made by an 
s approved lender, either as principal 
6 or agent, by instalments and the lender 
7 has requested that the instalments be 
insured under this Act, the aggregate 
8 | 
of the instalments approved by the 
9 Corporation shall, if the insurance fee 
10 in respect thereof has been paid, at the 
11| request of the lender issue to the lender 
1 or, if the loan is being administered by 
an approved lender in accordance with the 
- regulations, issue to the person for whom 
14 the loan is made, an insurance policy in 
15 respect of the loan." 
16 
17 The foregoing would recognize that approved lenders, 
so long as they have the power under the relevant 
legislation affecting them, may make N.H.A. mort- 
i gage loans as agents for others. 
20 
It is turther suggested that. Section, 47, .0f .the 
# Regulations as it now reads become Section 47(i) 
22 and that a new subsection (2) be added as follows: 
28 
"(2) Where an approved lender is prepared to 
a make an approved loan as agent for any 
25 person other than an approved lender, the 
26 approved lender acting as agent shall agree 
27 with such other person to advance and ad- 
28 minister the loan, or to arrange for another 
approved lender to administer the loan, 
- until Yts maturity in accordance with the 
20 Act and these regulations and to carry out 
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Terente, Ontario AQHO 
1 such administration in accordance with 
o normal mortgage practice.” 
$ 4. It is recommended that Section 7 of the Act be 
4 amended by the addition of subsection (4) as 
5 follows: 
6 "7(4) Notwithstanding anything in this Sec- 
7 tion, after the Corporation has issued 
8 an insurance policy in respect of a 
9 loan, such insurance policy shall not 
cease to be in force by reason of the 
a loan ceasing to be insurable within the 
11 meaning of subsection (1), but shall 
12 cease to be in force only if: 
. Ci) it was obtained by fraud on the 
14 part of the borrower; 
iS 
(ii) it ceases to be administered by 
16 an approved lender; 
17 
(i4idd the right of recovery under the 
18 mortgage securing the loan ceases 
19 to exist other than by reason of 
20 the acquisition by the person hold- 
1 ing or administering the loan, of 
the mortgaged property after default 
. has occurred under the mortgage; 
23 
on (iv) the approved lender holding or ad- 
ministering the loan fails, after 
= default has occurred under the mort- 
26 gage, to claim payment from the 
27 Corporation within the time pres- 
28 cribed by regulations: 
29 (v) a default occurs under the mortgage 
30 andy tig le. is. pot, conveyed. to, the 
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Corporation within the time 


' 


prescribed by regulation.’ 


It is recommended that subsection (1) of Section 
20 of the Regulations be amended by the addition 


of the following clause: 


"(e) Where the borrower is a corporation, reas- 
onable standby fees, commitment fees and 
other financial charges incurred in arrang- 


ing the insured loan.’ 


Then unless subsection (2) of Section 20 of the 
Regulations is deleted in its entirety, it would 
have to be amended to reflect the above, by the 


addition of the following words: 


"except as permitted under paragraph (e) of 


subsection (1)." 


Dealing further with subsection (2) of Regula- 

tion 20, it should be noted that Section 7 of 

the Act states’ that aloan is insurable if, inter 
alia, it was made on such terms and in accordance 
WIG he such CONG Ite OSs ie pietaie’ stecoresomte as may be pres- 
cribed by regulation. Then Regulation 20(2) states 


"Lt isvthe spirit and intent of this) seetioni thar 


eevee ee @ @® © e209 8 & @ 


From a lawyer's point of view, it is difficult to 
give a legal opinion on whether a loan is insur- 
able when confronted with this kind of language. 

The language is so broad that it could theoretically 
affect the situation where the same borrower is ob- 
taining both N.H.A. and conventional mortgages from 


the same lender. 


It would seem that the real control of possible 


abuses of Regulation 20 is contained in subsection 
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(3) of the Regulation, where the Corporation 

is given the right to refuse to issue an under- 
taking to insure. The effectiveness of this 
control lies largely in the co-operation given 

to C.M.H.C. by the approved lenders. It is sugg- 
ested that C.M.H.C. might, by an advice to appro- 
ved lenders, make its position on Regulation 20 
quite clear. It should do this after complete 
discussions with Montreal Trust Company and The 
Royal Trust Company who are the only two approved 
lenders with both knowledge of and experience in 


this phase of N.H.A. mortgage lending. 


It is therefore recommended that subsection (2) 


be deleted in its entirety from Regulation 20. 
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March 13%, 1962, 
2 
3 BRIEF OF THE URBAN DEVELOPMENT 


INSTITUTE (ONTARIO DIVISION) TO 
THE ROYAL COMMISSION ON BANKING 
4 AND FINANCE IN CANADA 


Shaler aaa aememaeneeatedaatenedmndatiaemee ameamiaaaaie tie teemsieiedeeemtieesneteemimer amauta 


A The Urban Development Institute (Ontario Division) is an association 
of Land Developers and Consultants in the fields of subdivision engineering and 

8 || town planning in the Province of Ontario. Further information concerning the 
purposes for which the Institute was formed is attached as Appendix "A" to this 

9 submission. © The Members of the Institute, among whom are some of the most 

experienced land developers, consulting engineering and town planning firms in 

the province, appreciate the opportunity to express their views before this 

11 Rove? Commission because of the vital importance to the land development 
industry of the subject under review. 


2x The land development industry has an essential role to play in the 

14 economy of Canada. ‘The provision of suitable building lots for residential, 
commercial and industrial purposes has had, and will continue to have, an 

15 |tmportent influence on the growth of our urban centres and on the strengthening 
of our economy through the development of our national resources. . For these 

16 |reasons we wish to recommend: 

| (1) THAT the dowm payment for NHA loans be reduced through an 
increase in the maxima by regulation and an inorease in the 
percentage of loan to lending value. Similarily, a further 
change in the Insurance Act should be made to permit conventions 


mortgages in excess of the current 66 2/3% of lending’ value. 


(2) THAT to reduce the carrying charges on NHA loans, consideration 
should be given to an effective extension in the amortization | 
period. | 


(3) THAT the Bank Act be amended if necessary to permit 
the Chartered Banks to participate directly in NHA lending 
activity without regard to the ourrent 6% interest limit. 


(4) THAT municipalities be permitted to borrow capital funds 
through the National Housing Act in order to install other 
municipal services in addition to trunk sewers and sewage 
disposal plants, om a local improvement basis. re-payable 
through taxes. 


(5) THAT consistent long-term Federal Government policies with 
respect to the financing of land development and housing be 
deviised so as to ensure a healthy and continuing investment 
climate. ; 
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1 
2 
3 GENERAL COMMENTS : ° 


3. The experience of the Federal Housing Authority in the United States, 
4|| where Government mortgages are made available on the basis of a higher proportion 

of market value, with concomitant reductions in down payments, would suggest that 
S| a similar practice could be followed in Canada. The National Housing Act 

Regulations should, therefore, be reviewed if they are intended to serve their 


Original purpose. 


7 || +. Despite the intention of mortgage lending under the National Housing 

Act to permit Canadians to borrow funds at low interest rates in order to bead 
8] or purchase new homes, this purpose is not being served to-day. For example, 
in Metropolitan Toronto it is impossible for a Canadian with a salary of $5,000. 
per annum - which is considerably in excess of the average income in Canada - to 
purchase a new home under NHA Regulations. Similar difficulties are experienced 
in all urban areas. This situation results, largely, from the increased cost of 
11 building lots through demands by municipalities for the installation 

of pre-paid services by the developer. The latter, in order to recover his costs, 


12 ||must include them in the sale price of the serviced lot. 


De The Gordon Report on Canadian Economic Prospects suggested that new 
housing in Canada would be required at a basic rate of 125,000 per annum. Such 
14||@ Programme could involve mortgage fund requirements at a rate in excess of 800 
million dollars per annum. For these reasons, land development which of necessity 
15 || sparks the house-building industry - representing more than 20% of all fixed capita 
in the country - has become and will continue to be one of the most important 
16 industries in Canada. In the tradition of private enterprise by which this 
country was able to grow, the land developer has always been an entrepreneur. 
As such, he buys land, employs professional assistanoe, risks his capital and 
provides the personal drive necessary to co-ordinate his development project 
before selling in the normal fashion of business economics. However, to operate 
19 || successfully, an entrepreneur must be assured of long term money commitments. 
This point was recognized in the report published recently by the Royal Architect- 
20 | ural Institute of Canada on "The Design of the Residential Environment" (Section 11 ). 
The amendment of the Bank Act to permit the direct participation of the Chartered 
21 Banks in NHA lending without regard to the 6% interest limit would encourage a 
constant flow of private investment funds willing to compete for NHA mortgages. 


Land developers, as entrepreneurs, would then be permitted a greater freedom of 


23 choice than now obtains. | 


6. It is axiomatic that the ability of a private developer to hold land 
24 for long periods of time is a direct function of his capital resources, which 
obviously can never match those of Federal or Provincial Governments. The use of 
public funds for land development, as presently being administered by CMHC under 
26 Federal-Provincial land assembly projects, represents a subsidy which is not 

always directed to those in need of it. The Urban Development Institute, in ae 
27 | brief to the Federal Government (see Appendix "B" attached) has already 

recommended that if public funds invested in Federal-Provincial land assemblies 
28 were to be re-directed to help municipalities install trunk services, the 


99 proportional benefits to all tax payers would be far greater, 


30 
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ta In many cases, particularly in Ontario, the inability or unwillingness 
of municipalities to finance the provision of municipal trunk services in advance 
of building demands, has created artificial shortages of serviceable land. This, 
in turn, has resulted in disproportionate increases in the prices of raw and 
serviced land, and hence of the building lot. It is not surprising that. the 
general public has reacted with shock and amazement on realizing that the cost 

of a new home is directly affected by the increase in the cost of serviced land. 
In the past ten years, land costs have risen by more than 200% |! (see Appendix uGy 
attached). On the other hand, the assurance that trunk services would be avail- 
able in time to meet the growth requirements of any municipality could do more 

to curb inflation in the price of raw and serviceable land than any other factor 
in Government control. In this connection, the recent action by the Federal 
Government in amending the National Housing Act so as to establish low interest 
bearing funds for use by municipalities in the construction of trunk sewers and 
sewage disposal plants, is highly commendable, However, consideration should be 


given to the extension in the use of such funds for other municipal services. 


Sa. Whilst it is of course conceded that direct government lending 
through CMHC is both necessary and desirable in those areas of Canada where 
private or other investment funds are not readily available, or in times of 
"tight money", there is a need to encourage a greater participation of private 
investment funds in housing loans. This could be achieved through the develop- 
ment of a strong secondary market for NHA loans. Subject to certain realistic 
changes and amendments to the regulations governing NHA approved loans, in order 
to ensure greater liquidity,’ the trading of NHA mortgages on a basis comparable 
to the trading in Government and other bonds would stimulate the Canadian capital 
market and ensure a flow of competitive investment funds for the further 


development of this country. 


9. The strength of Canada lies in the free and independent spirit of 
its people. It is the ambition of all - or nearly all - Canadians to own their 
own homes: an investment which may be the most important to the individual 


Canadian, and to Canada. 


All of which is respectfully submitted. 


D. G. MacDonald 
PRESIDENT 


Suite #29, Office Mezzanine, 
|| King Edward Sheraton Hotel, 
Toronto 1, Ontario. 
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APPENDIX "A"! 


URBAN DEVELOPMENT INSTITUTE 


(Ontario Division) 


THE URBAN DEVELOPMENT INSTITUTE (ONTARIO DIVISION) IS AN ASSOCIATION O 
ACTIVE LAND DEVELOPERS IN THE PROVINCE OF ONTARIO. THE INSTITUTE WAS FORMED IN 
1957 IN RECOGNITION OF THE FACT THAT THE PROVIDING OF LAND. FOR HOUSING AT A PRIC 
WITHIN THE MEANS OF THE AVERAGE PERSON, HAS BECOME A SERIOUS ‘SOCIAL PROBLEM. ON 
OF THE MAJOR DIFFICULTIES IN THE SOLUTION OF THIS PROBLEM HAS BEEN THE LACK OF A 
SINGLE RECOGNIZED CHANNEL OF COMMUNICATION BETWEEN LAND DEVELOPERS AND MUNICIPAL 
AND OTHER LEVELS OF GOVERNMENT SO AS TO PERMIT GREATER UNDERSTANDING AND COOPE- 
RATION IN MUTUAL PROBLEMS. 


IN ORDER TO BE MORE REPRESENTATIVE OF FIRMS AND COMPANIES ENGAGED IN 
LAND DEVELOPMENT IN ONTARIO, THE INSTITUTE ACCEPTS AS ASSOCIATE MEMBERS CERTAIN 
SELECTED FIRMS IN THE FIELDS OF SUBDIVISION ENGINEERING AND TOWN PLANNING, THE 
INSTITUTE IS THUS ABLE TO SPEAK WITH A SINGLE VOICE IN THE INTEREST OF BETTER 
UNDERSTANDING WITH THE VARIOUS LEVELS OF GOVERNMENT, TO ENSURE CLOSER COOPERATIO 
IN ALL. MATTERS AFFECTING LAND. DEVELOPMENT. 


STATEMENT OF POLICY 


In March of 1960 the Urban Development Institute (Ontario Division) re 
ceived its Provincial Charter as a non-profit organization, having the following 
aims and objectives: 


(1) TO PROMOTE well planned communities by encouraging the 
reasonable and economic use of land. 


(2) TO PROMOTE efficiency and a high standard of ethics among 
persons and corporations engaged in land assembly and dev- 
opment. 


(3) TO PROMOTE understanding and co-operation between persons’ 
and corporations engaged in land assembly and development, 
and municipal planning, and other government authorities 
and agencies. 


(4) TO PROMOTE the availability of building lots at the lowest 
possible cost. 


(5) TO PROMOTE revisions in the tax structure so that land alone 
would not be required to produce the revenue necessary for 
educational and social services. 


The Institute maintains a Central Office 

in Suite 29, Office Mezzanine, King Edward 
Sheraton Hotel. This Office is organized 

as a Clearing house of information for the 
membership, and acts as a focal point between 
the members of the Institute and officials 

of all levels of government. 
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Appendix "B" 


RESOLUTION No.3 


SUBJECT: Land Assembly (Federal-Provincial ) 
SUBMITTED BY: A. J. Scott, President, Urban Development Institute. 


ADDRESSED TO: Government of Canada (The Honourable the Minister of 
Public Works) oy 


WHEREAS, development of land through Federal-Provincial 
Land Assembly Schemes was intended to provide serviced lots for housing 
at a reduced cost, the purpose of such schemes is frequently frustrated 
when finished lots are purchased on a first-come, first-served basis, 


AND WHEREAS, certain financial considerations such as the 
purchase of the land by the partnership at a price below the existing 
market price, the omission of normal carrying charges such as would be 
met by a commercial land developer, and the absorption by CMHC of arch- 


_itectural and planning costs which a commercial land developer would 


need to charge against the project, results in the finished lots being 
sold at what represents a substantial subsidy per serviced lot which, 

on the basis of sales on a first-come, first-served basis is not directe 
to the persons normally considered to be in need of such assistance, 


3 AND WHEREAS, the alternative sale of Federal-Provincial 
land, when ready for building, at public tender or in some other fashion 
so as to realize a portion of the profit obtainable, would thus result 
in the acquisition of funds, which, if subsequently channelled into the 
provision of trunk services in the community concerned, would have the 
overall effect of reducing the cost of serviced lots, 


AND WHEREAS, if a portion of the profit, which could be 
realized through the sale of Federal-Provincial land assembly parcels 
at public tender or some comparable means, were thus applied in terms of 
trunk services in the community in which the assembly has taken place, 
a continuity in supply of lower cost serviced land would be assured in 
future. 


THEREFORE BE IT RESOLVED: 


(a) The sale of Federal-Provincial land by public tender, 
auction or some other basis calculated to result in 
a@ proportion, at least, of the profit involved in 
these operations being realized, would result in 
sufficient funds accruing to the Federal Government 
to finance the proposed installation of trunk 
services in the municipality in which the Federal- 
Provincial Land Assembly has taken place. 


(b) The above resolution of the Urban Development 
Institute is endorsed and supported by the National 
House Builders! Association as an effective means 
towards the ultimate reduction in the price of 
serviced lots, thus giving to a larger segment of 
the population the opportunity to purchase a new 
home. 


MOVED: A. J. Scott, Toronto 
SECONDED: W. M. Thompson, Toronto 


CARRIED: Executive Meeting of NHBA, 
Quebec City, December et, 1959. 
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bh The Security Analysts! Association of Toronto is 
one of 28 member societies of the Financial Analysts 
Federation. ‘Two of these are in Canada and the rest in the 
United States. Among the Federation's main functions is one 
described in the constitution as follows: "To work toward 
improvement in the quality and quantity of financial informa- 
tlon disseminated by corporations; to make and publish 
Surveys and studies with recommendations for improvement of 
corporate financial reporting.” 

om Analysts are interested in promoting better informa 
tion for several reasons. Two of the most important are: 

lL. Adequate information is essential to assess companies 
and industries and hence their securities. If investors are 
forced to apparise values on the basis of inadequate informa- 
tion, they are more likely to make bad decisions and to lose 
confidence in investing. 

2. Good information, widely disseminated, promotes 
broader interest in a security. As more investors become 
interested in a stock or bond, it becomes much easier to buy 
or sell that security, and both buyer and seller can have 
more confidence that the price is fair, Development of 
broader and more dependable markets for securities makes it 
easier to finance projects in Canada and to promote still 
wider ownership of existing companies, 

3% Our Association considers the existence of adequate 


corporate information to be of concern to this Commission 
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because broader ownship of securities by Canadian individuals 
and institutions is vital to the development of Canada's 
business and industrial life on a sound basis. 

Le, The provisions of the federal and provincial 
Companies Acts which set the minimum standards for much of 
the information now available on Canadian companies, were 
written, in the main, to protect minority owners from the 
abuses that might result from the Ho ttotis of the controlling 
shareholders. 

5. Our purpose is much broader, We do not quarrel 
with the right of the majority to rule. We suggest, however, 
that management and the controlling shareholders consider 
minority shareholders as partners and provide them with 
information that will allow them to be intelligently informed 
about their company's affairs. Because this information is 
made public to shareholders, it should also be made available 
to all investors so that a more accurate appraisal of. the 
company's securities can be made, 

6. We commend the Investment Dealers! Association of 
Canada and the stock exchanges for their endeavours to secure 
better standards of information, 

As Many companies, through enlightened self-interest, 
are voluntarily going far beyond the legal minimums, by 
providing better and more frequent information on their 


affairs. However, we believe that some compulsion may be 
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1 
2 
3 
4 , 
needed to bring other companies up to adequate standards. 
3 


8, We propose to discuss the present state of informa- 


6 tion on publicly-owned companies under the following headings 


7 1. Annual Reports. 
8 2, iInberim reports. 
9 Se Proxy intormation, 
4, Prospectus information. 
5. Jurisdictional problems. 
11 9. In this Brier we cannot go into detail oF aii) the 


12] aspects of the problem. However, here are some of the 
13 recommendations to which we wish to draw special attention; 


la Annua ki Reports: 


14 
(a) All companies should provide sales figures 
15 
because this is a key figure in measuring management efficiency. 
16 


of 300 Annual Reports covered by a survey of 1960 reports of 
17|| manufacturing, merchandising and distributing firms, only 30% 
18 Supplied sales figures. Because this survey dealt with the 


leading firms in the main, the proportion for all Canadian 


19 | 
companies is, undoubtedly, much lower, 
20 
(b) All company reports should provide comparative 
21 


figures in the accounts, to provide a@ proper perspective in 

22|| assessing company results. The standard here has greatly 

23| improved, but still. leaves much to be desired. The survey of 
300 reports showed that 59% gave all statements in a comparative 


form, 11% presented some statements in comparative form and 
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4 30% showed no comparisons at all. 
5 (c) All companies which have committed themselves 
to long-term lease payments should give information about 


these future liabilities in their financial statements or the 


accompanying notes. We recognize that accountants do not agree 

on the best method of presentation, but in at least one case, 

Di involving millions of dollars of these future payments, no 

10|mention is made of the liability in the financial statements. 
tn the 300-report sample, it was deduced that at least 68 firms 
were committed to long-term leases, yet 46 provided no details 
at all. Because this has become such a common method of 

13 acquiring the use of capital assets and, in some businesses, 

14|)such a key source of funds, disclosure of the details of lease 

15 commitments should be mandatory. 

(d) Accounts of all subsidiaries should be consolidated, 
the subsidiaries identified and the basis of consolidation set 
out. Some provinces already provide for this, but the federal 
18/and some provincial Companies Acts do not. Of 221 firms with 
19||subsidiaries, 74% consolidated all subsidiaries, 13% included 
some subsidiaries and excluded others and 13% left subsidiaries 
out of the statement. Relatively few provided information 4s 


to the basis of inclusion or exclusion of the accounts of 


subsidiaries, About 70% disclose the name of some subsidiaries 


23||and 56% name all subsidiaries. 
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1 
2 
3 
4 2. interim reports: 
5 Shareholders in Canada should receive financial 
6 information on their companies more than once a4 year, 
, To illustrate the general backwardness of financial 
reporting in Canada, the Toronto Stock Exchange mailed a letter 
8 


to its listed companies in 1959 urging them to provide interim 
9 (preferably quarterly) financial reports. The letter used was, 
19/in essence, the letter used for the same purpose by the New 

York Stock Exchange 33 years before, in 1926. 

This attempt has had results that still leave much 

to be desired, Of the 300 companies included in the survey 
13 of Annual Reports, only 58 produce interim financial statements. 
14 3. Proxy information; 

When a shareholder in Canada receives notification 
of a shareholders! meeting, about the only information .he 
receives with it, aside from a brief agenda, is a request for 
& proxy signed in favour of management. 

No provision is made in the form to allow him to 
direct how his shares may be voted at the meeting. There is 
also no space to appoint any other persons to vote his proxy. 

| We recommend: 

(a) That the proxy material should contain much more 
information and, in simple terms, details on the measures to be 
discussed at the meeting so that the shareholder can vote his 


proxy intelligently. In particular, 1t should include more 
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information on the qualifications and financial interests of 
the persons standing for election as directors, 

(b) That the proxy form should give him the 
opportunity of instructing management how to vote his shares 
on individual measures being put before the mecting. 

(c) That all proxy material be presented in an 
unbiased way, so that it will be fair disclosure, not a sellin 
document to promote management's viewpoint. 

4. Prospectus information: | 

On the whole, the disclosure of information in 
prospectuses for new issues jis satisfactory. 

Some Merey mented are recommended, however. These 
include more information on the salaries of executives and 
material contracts affecting the business, disclosure of 
beneficial owners of 10% or more of the voting stock and how 
much they own, details of executive stock options, bones 


and pension plans, 


5. Jurisdictional problenis ; 

We envisage that the long run solution to the 
disclosure problems will be the voluntary acceptance of full 
disclosure standards by all companies whose securities are 
owned by the public. In view of the reluctance of some 
companies to comply voluntarily, some compulsion may be 


necessary. 
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10, There are three main types of organization through 
which information standards might be improved: 

(a) the Investment Dealers' Association of Canada, 
which includes all the country's leading underwriting firms; 

(b) the stock exchanges, and 

(c) the federal and provincial governments, all of 
which through Companies Acts (and in the case of the provinces, 
through Securities Acts) set information standards. 

If the Investment Dealers' Association and the stock 
exchanges are not in a position to speed up the acceptance of 
better disclosure standards by laggard companies, the 
responsibility must fall on government. 

Eee ae The form which government legislation would take is 
obviously beyond our field as analysts. However, having an 
earnest desire to see some action result, we wish to suggest 
Some approaches that this commission might examine; 

l. Legislation governing companies and securities should 
contain requirements for high and uniform standards of dis- 
Closure, Failure to comply with these standards should be made 
an offense, 

2. Any solution to the problem should not involve 
bureaucratic review of all material of all companies. 

3. An aggrieved shareholder should be in a position to 
require investigation by government officials leading to a 


decision to prosecute or not. 
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4, In the event that no action is taken by the government, 


an inexpensive and expeditious method of laying a complaint 


Should be supplied through a board or commission similar to 


the Tax Appeal Board. 


5. Breach of the statutory provisions should not just 


involve @ small penalty. The law should provide for restraint 


of continuing breaches. 
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Memorandum on Annual Reports: 


1. Annual Reports are one of the chief sources of materiall 
available to most shareholders and investors for use in 


assessing a company. Interim financial reports, annual 


meetings, prospectuses issued in connection with offerings 

of new securities and releases to the press on company develop- 
ments all help to add to the sum of knowledge about a company's 
affairs. However, the Annual Report is, or should be, a basic 
and well documented picture of a company's affairs. 

2 We are appending to this section a summary of reports 
of the Corporate Information Committee of the Financial Analysts 
Federation on standards for Annual Reports. This gives the 
detail that experienced analysts feel should be contained in 

a report, 

We might point out that while the material listed. 
looks almost self-evident, some reports do not even state what 
business the company is in, let alone provide the financial 

and other detail necessary for appraising the company and its 
securities. Investors should be able, through the Annual 
eport, to relate the company's performance to that of the 
industry as a whole. They should be given some idea of the 
effect of any government investigations or reports that have 
bearing on the business. Full disclosure means providing 


ll the facts relevant to the business. 
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4, Sales information, for instance, is frequently with- 
held by companies on the grounds that this information can be 
used against them by their competitors. Competitors may be 
attracted to a market, some companies say, if they can discover 
from published sales figures what the size of the market is, or 
what a particular company's share of the market is. Yet it is 
possible to argue just as forcefully that new competition might 
just as easily be attracted to a market because sales figures 
are not published and because competitors over-estimate the 
business available. 
be In most cases, probably, disclosing sales, would not 
really be a big factor in determining the effectiveness of 
competition, because companies generally know fairly closely 
just how much business others in the industry are doing. Hidin 
sales figures, we suspect, is more a habit. than a thoughtful 
and well-reasoned decision by management. In the United States 
of 600 companies used in a survey*, 98% disclosed sales or net 
Sales in the income statement and U.S,. industry.manages to 
Survive. 
om Because only 30% of companies supply sales figures 
in Canada, according to a survey of 300 companies**% an analyst 
of Canadian securities usually has to work without this 
"Accounting Trends and Techniques", 1960 edition, published 
by the American Institute of Public Accountants. 


"Financial Reporting in Canada", 1961 edition, published by 
the Canadian Institute of Chartered Accountants. 


i ) ge i 
F on a an TIC t ee ry Siow | 
& 4 Bi iy ne wigati aoe ' , 
‘ 


Linde udneupen et ,Sonsteant 10% siphon! aelse 


“eat no notd emote ‘eid gaia abaworg ‘ert 10 Py ey ee yd fer 

od yam sod. Jeqmo9 ‘Varodtdegmoo atead ud ‘mord San ties ‘Sonal 

ie sevooatb ABO yond if use eotasqinos 5itoe _ tons sa 8 ot | 
| ; 


‘ col wat dookr em add "to este ‘odd + sciw serugit alsa ‘pode rtdug on ig 
i 


“et ot ‘dey tek dents si ‘ond Yo erede at ynsequno 9 8lvoLd1aq 8 cal 
| dela iat odd td egmoo wen gedd el inteor02 aB Fant BUSTS od otdtasoq| 


Wy, 


| aotugt? eolse gaussed golem 8 od bodosrdds 9d vitess 28 out 


— edamites- revo erod! deqmoo seusoed bars "beriel.fdug don onal tt a? 


pe oboe gry ‘ 


” 


efdsitsve acon an 


“ton bivow ‘pelea aaiteofoate Yidadorg 89889 Jeon nt | al, 


ta ae &t 8. 
a ‘to aeonevidootie old ‘galcdnrseseb tk todost gid s ad viiser ie. 
wey ‘yleaolo ylrtst worm vl faveites estnsqmoo sausoed notdtteqmos 


Bab IH fiance Sts widaubat wie nt arortto sivhaieiaate noun wor aut el 


wy i 


— feesade bed ty enid aI \ Stome game yd notetosb beaoeser- itew brs} ae 


at 


uadriguods 8B nad dided &§ stom et toogane aw “88 wih, a 20188) 


gon 10 else beaofoath ‘R8e a yoviwe 8 nt bean Latcaatas 008 ro 


f 
ot —asgeneet wrdauba! 2. U bas dnomodsde omtoont ont rit eolse] 
x , | evivaua| ea 
soruigt? netee yiaguea as EEqmoD to ROE sti0 Naneoea | a os 


dayne ns pres tasgnos ‘OOF ce) yeveue Bod gnibrooos «Sban9 ath te . 


andy ‘duortd tw aec0H og Bsc vir sven setdinvose ra tbscisd 10 re 


! i i f } 
ye 8 ole We te j wp 4 Pe Ss: 


bedatiduq ,notitbe Odes ,."asuptndoes? bas abnerT gntdnyoooa" tee 
setngiavoooA offdud to estuditvanl asotiemA sAt yd | 

v6 bedatiduq .mottibs [del ,."abansd at antdroqsA [stonsnty" 
-edneinyoooA beredredd to studidanl nstbsnsd ory 3g 


j 
7 
q 


29 


30 


Nethercut & Young 
Torente, Ontario A962 


particularly useful tool for measuring a company's. performance. 
He is unable to make such basic checks of performance as 
relating the trend in profit to the trend in sales, or the 
trend in a company's sales to over-all industry sales, or the 
trend in sales to the growth of the country. 

tee We believe that by providing the facts called for 

in the Financial Analysts Federation recommendations on Annual 
Reports, companies will do a service not only to analysts and 
the community, but alsoto themselves. Management, in this 
era, must make plain the company's contribution to the economi 
life of the country by showing that it is building a solid 
enterprise, and by providing an adequate record of the 
company's progress. In so doing, an efficient company will 
also simplify its money =-raising problems. 

8. Reporting of Financial Institutions 

Ewes appears particularly appropriate before this 
Commission to refer briefly to the reports of financial 
institutions. 

2, The Association notes with approval the generally 
satisfactory Annual Reports of companies engaged in the instal 
ment finance business. Indeed, the reports of Industrial 
Acceptance Corporation have, for a number of years, provided a 
high standard of readibility and disclosure comparing favourab 


with companies in any other industry. 
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3. Unfortunately, such standards of corporate 
reporting are not met by other areas of banking and finance, 
Reporting by chartered banks, trust companies, loan companies 
and investment companies leaves much to be desired. Shares 
of chartered banks are widely held by investors and their 
operations have wide-spread implications on the entire 
economy. A comment upon inadequacies of chartered bank 
reporting would appear well justified by this Association 
since given the existing level of this reporting, the qualified 
security analyst finds it impossible to do his job competently. 

4, We will not attempt to describe in detail the 
information which should be provided, but would mention a 
number of general areas of information, most of which are 
provided by United States commercial banks, which we consider 
necessary to an intelligent appraisal of chartered bank 
equities; | 

(a) Operating revenues showing major revenue sources, 

(b) Operating expenses. 

(c) Operating profits before transfers to internal reserves. 
(d) Comparative data for previous year. 

(e) Size of internal reserves. 

(f) Interim reports (quarterly preferred). 

5. Generally speaking, there is little to be desire 
with the detail concerning balance sheet data, but informatio 


provided in the income account (statement of undivided profits) 
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as prescribed under the Bank Act ig inadequate by today's 
accepted yardsticks of good corporate reporting. While there 
were undoubtedly valid reasons for originally providing for 
chartered bank reporting on its existing basis, there can be 
little argument that times have changed, ownership of 
corporations has become widely distributed and that a better 


understanding of banking operations would further the 


confidence of the public in our financial institutions. 
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1 
2 
Memorandum on Interim Reports: 
4 
ie; There i8 no requirement under Canadian law or under 
5 


the by-laws of any Canadian Stock Exchange or Investment 
©lpealer Organization that requires publication of interim 
7\financial reports. 

git: The Toronto Stock Exchange.and the Montreal Stock 
Exchange in 1959 both circulated a request to listed companies 


9 


o provide interim reports, preferably each quarter, There 
10 as some indication of interest, but most firms not providing 
11/these reports either refused outright or ignored the request 
12 Altogether. 
Be By contrast, all but 1% of the companies whose shares 
Bre listed on the New York Stock Exchange publish interim 
al inancial statements, and all but 6% publish these quarterly. 
15 he only firms which are exempt are companies whose operations 
16\depend on one crop a year (e.g. sugar, tobacco growers) and a 
17 on-operating steel and iron company which had leased its 

properties. | 

Ht, In Canada, of 300 manufacturing, merchandising and 
i Histributing firms whose Annual Reports were used in @ recent 
20 lbtudy of financial reporting in Canada*, only 58 provide 
Qi jtnterim financial reports. Of these, only 31 publish them 
Muarterly. 


22 


De This means that shareholders of most Canadian 


23 
ompanies must wait at least a year (and sometimes longer) for 


24 
"Pinancial Reporting in Canada",fourth edition, 1961 
25} published by the Canadian Institute of Chartered Accountants. 
26 
27 
28 
29. 
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a financial report on their firm's activities. Because the 
annual results are frequently released three or four months 
after the year end, much of this material is outdated, 
particularly, if it refers to events in the early part of the 
previous fiscal year, 

ose We consider that this lack of interim information 

4s damaging to the interests of the shareholders and investors 
generally and, in the long run, to the interests of the company). 
dee Some companies fear that interim information will 
somehow damage their competitive position. We can only point 
to the remarkably successful firms whose names are prominent 
among the firms which do report quarterly. 

om Some firms say that shareholders will get a distorted 
picture from quarterly reports, because one season is busier 
than another. Comparative figures for the previous year or 
(as one company shows) for the previous five years, reduce 

the effect of seasonal fluctuations in the comparison. 

Another method is to show the previous 12-month total (e.g. 
the first quarter of 1962 and the last three quarters of 
1961). 

9. A requirement for interim reports is probably 
enforced best through the stock exchanges, as a condition of 
listing. So far, however, the exchanges have not brought 
themselves to the point of making such a rule, The Investment 


Dealers! Association of Canada might require that companies 
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whose issues are being underwritten by its members, give an 
undertaking to provide interim reports. If neither of these 
methods is workable, interim financial reports might be made 
part of the required information under the Companies Acts. 

10. Content of the interim reports need not be elaborate 
The main items to be covered should include sales and other 
revenue, cost of goods See nee staan and depletion and 
other write-offs, income and other taxes, and net profit. 

Some balance sheet items would be helpful, particularly workin 
capital, The statements need not be audited. There should 

be comparisons with the comparable period of the previous year 
and the cumulative results for the fiscal year up £5 bie end 
of the period covered. If there are unusual changes up or 


down, management should provide a brief explanation. 
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Standards for Annual Reports 


Summary of Reports of the Corporate Information 
Committee Financial Analysts Federation 1955-6, 
1957-8, 1960-1, 


A, ESSENTIAL INFORMATION: 
1. Detailed Comparative Income Statements - Two Years 
Sales; cost of goods sold; selling, general and 
administrative expenses; depreciation, depletion and amortiza- 
tion; other income; interest charges; income taxes and minority 
interest. 
2, Detailed Comparative Balance Sheets - Two Years 
Cash; marketable securities; receivables; inven- 
tories (including breakdown by stage of processing); investments; 
gross and net plant; accounts payable; taxes; loans; reserves 
(detailed); capital surplus; earned surplus; capital; dividend 
restrictions and sinking fund requirements, 
3. Operating review of year 
Discussion of sales trends, profit margins and 
financial position; new research developments; competitive 
position; foreign operations; basic policies and objectives 
of management; capital expenditures (detailed) and cash 
requirements; outlook and physical production. 
lL, Explanation of Accounting and Consolidation Methods 
Inventory valuation method; depreciation and amortiza 


tion method; foreign subsidiaries and extraordinary items, 


Oh avg Se ae AA ee aumere ui gerely acre ea.” cr % Paueedt em) mr * 
edtoqgoH SJ suricth ToT abrsbnsse re 


* noktsmtotnr steroqroo ert Yo adroqen to rsmmue” fs 
rset sotisiebel asvaeyleaA Lstonsatd eosdtmmod, . 0... Ve 
{- Si B= set RENT abe SOY | 


‘ 
+) 


Ure ae ae Ue hs 8 


dap hoin 4 
‘ 


a Sal etm 


ere 


eresy owt - atnemedsd® smoont evtderagmod bettesea tT 
‘pas fetehea’ \gntiiea ybtoa eboog to déo0 errs 


, 


~syitroms bas noltdelqeb ino tdstosrgeb hecivenliiticiglictin 


itt 


| ythontn bas woxsd emoont ieesrarts teotedat vemoone nenddo {Hots | 


Bileitihhiin’ F 


exsey Y owt -~ Bfsene gonei sa butt sasqmod beftsded hi 


oti a Ly 


~nevat (eeldsvieost | peetitxvoea eldadexrsm aed. 
{bdmemteovnt cevHHededeug to egesea yd nwobdserd arttbu Lon) ‘getrod | 
pevisaet pansol ; sexed poTdsysq aINvooos -dasig gen BAS Wehel: 
i breOivib .«letiqso y;eulqive benres ;,aulgive acai iin i(beltsteb) | 
| | ~Adnemettupey Oavt satnnite bas mrsiaemaie’, 


t8ey To wolver waftsiegd .€ 


bre arbor si $itorg ,sbrietd aeisea to noleauoatd 


} 
evidgitdeqmos Ladnemgoleveb dot keer wen ynotiteog L[stonsntt) ab 


aevidostde bas aelotilog otasd ;anoltisreqo ngtestot cnotdteog | 


os 
aso bas (belitsteb) eerudibnasqxes [adiqso ydinemexsnsm to] 


bots oabere Isotaydq bas Yooltuo yadnometiupe | bs 


a il 


abontem noltebiloanod bas antgnvoooA to nottanslqxe ii! ce i 
asitqioms bas notistoerqebh yhodtiem nolttsulsv yrot¢nevat leo i 


,emestl yrantbtosrdxe bas eeltrsalbLadue ngtetot :bodstem teed Ty 
i | | | 


29 


30 


Nethercut & Young 
Ferente, Ontario A969 


5. Surplus Reconciliation 
Income; extraordinary debits shaweeenatns transfer 
of. capital; appropriated surplus and dividends. 
B. DESIRABLE INFORMATION: 


1. Statistical Summary of Operations - 
Current vs. Previous year (essential 


in 1960-61) 


Sales; pre-tax net; taxes; net income; per share 
earnings and dividends; shareholders! equity; working eapital; 
capital expenditures and depreciation, 

2, Source and Application of Funds 
3. Sales Breakdown 

By divisions or by industries served - foreign and 

domestic. 


4. Ten-year Comparative Statement of Income and 
Balance Sheet Items 


5. Research and Development Expenditures 
6, Labour Relations, Policies and Costs 
oe USEFUL INFORMATION: 


1. List of Officers and Directors with 
Affiliations 


2, Description of New Products 
3. Industry Trends 
Demand, supply and prices; domestic and foreign 
competition; tarrifs and exchange rates. 


4, Description of Outstanding Securities, Options 


and Pension Arrangements 
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4 D. ADDITIONAL INFORMATION: 
5 1. Lease Arrangements 
Table of Contents 


Description of Plants and Properties 


a SCA YD 


Summary of Products Made 
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Memorandum on Proxy information; 
i | At the present time, regulation governing the form 
of the proxy instrument and information to be provided share- 
holders during proxy solicitation is that contained in the 
Corporations Acts of the provinces and the federal Companies 
Act (as amended). The provincial Securities Commissions have 
accepted these requirements for companies issuing securities 
under their jurisdictions, as have the stock exchanges in 
connection with companies whose shares have been accepted for 
Listing. 

The present proxy form generally in use in Canada 
4s no more than the opportunity to give a vote of confidence 
to management. There is no provision, through space or 
explanatory note, for the appointment of an alternative proxy. 
There is no provision for the shareholder to oppose the 
appointment of directors. There is no provision for the share- 
holders to Specity approval or disapproval of individual 
matters coming before the Board which require shareholder 
authorization. There is generally little, if any, description 
of these matters in any event. The whole procedure prevents 
any rational exercise of his Penehice by a shareholder - in 
effect he either supports present management or loses his vote. 
a Since it is clearly evident that the existing legal 
requirements are insufficient to permit the intelligent 
exercise of a shareholder's vote, a matter of vital concern 
in our free enterprise economy, expansion of existing require- 


ments pertaining to this matter is considered essential. 
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2 
2 
4 oi In the United States proxy statements must provide a 


5) considerable amount of information to the shareholder, some of 
6 which we deem to be relevant and very desirable for incorporation 


as required proxy procedure in appropriate Canadian statutes. 


In brief, proxies requested from shareholders for an 
annual or a special meeting should be accompanied by @ state- 


9 ment from the company giving: 


10 (a) Method of proxy solicitation - disclosing use of paid 

i proxy solicitors, cost of solicitation and by whom it is to be 
borne, 

12 


(b) Description of any beneficial interest of any director 

13 or officer or his nominee in any matter to be acted upon at 
14)| the meeting. 
15 (c) Pertinent details of voting securities and the record 
date of security holders entitled to vote. 

(d) Disclosure of the names of all parties beneficially 
ener 10% or more of the company's voting i 
18 (e) Information on the proposed directors whose election 
19|| is to be supported by the management-designated proxy-holders 
as follows: 

(4) principal occupation, corporate affiliations and 

employment during the past 5 years; 
(ii) individual beneficial interest in all equity 


23 securities; 
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I 
2 
a 
i (114) details of any arrangement with other persons 
5 concerning the election; and 
6 (iv). remuneration of any receiving, or expected to 
7 receive, $25,000 in the year in any capacity, 
including details of all indirect remuneration 
8 
including bonus, profit-sharing, stock options 
9 and pension benefits. 
10 (f) Details of any indebtedness of any director or officer 


11° the company. 


a (g) Details of any material transactions involving any 


irector, officer or director-nominee to which the company 
13 
as a@ party. 
14 (h) Full, true and plain disclosure of details concerning 


re hes matter on which authorizing action is to be taken by the 


16 Posrenolders at the meeting. 
q The form of proxy itself should provide: 
17 
(a) a blank space in which the shareholder may, if desired, 
18 


jet as his proxy someone other than those designated by the 
19management ; 
20 (b) suitable space for the shareholder to designate his 


a1 ote, f Or.,,Or against the proposed slate of directors, and 


(c) suitable space for the shareholder to designate his 


22 
yote for or against each proposal to be put before the meeting 


23 


7 shareholder authorization, These proposals to be identified 
th reference to the proxy statement where they are fully 


g5qescribed. 
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Memorandum on Prospectus Information: 

a In a recent questionnaire to security analysts, it 
was found that the prospectus was second only to statistical 
services as the major source of financial information 
employed. * 

Not only does the prospectus provide information 
vital to a proper evaluation of the new security issue which 
it describes but often it provides. information on the issuing 
company which is not otherwise available to the investing 
DUP. LIC: 

In yvyiew of the importance. of prospectuses in 
providing information, particularly on new stock issues, a 
study of the adequacy of present regulations governing the 
content of prospectuses issued in Canada has been made by the 
Association, 
at Regulation of new security issues and, therefore, 
of prospectus requirements comes. primarily under the various 
provincial Securities Acts. Most new issues are distributed 
at least in part in the Provinces of Ontario and Quebec and 
conformity with the Acts in these provinces is effectively 
the requirement. for the majority of new security offerings, 
By the nature of their work, the Association's membership is 
not concerned with the speculative "junior" mining or oil 


* Corporate Reporting & Investment Decisions - A,R, Cerf. 
pro n5y 
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securities so this study is confined to industrial 


securities, 
Ss The Securities Acts provide that primary distribution 


of industrial securities can only be made after filing with the 
Commission or other regulatory body, @ prospectus which sets 
forth certain specific information. For example, the 
Ontario Act (Part VIII Sec. 39 (1)) lists 35 specific items 
of information which must be provided. Diodigaed mableton is 
normally included in the last section of a prospectus under 
the heading "Statutory Information", 
4 The Securities Acts* also require that prospectuses 
shall include financial statements consisting of a balance 
sheet as at a date within 120 days of the prospectus! date and 
an earnings statement covering the last five completed 
financial years, 
Dy In addition to the required information, prospectuse 
contain, as an introduction provided by the company to the 
underwriters, certain material descriptive of its history, 
operations and outlook. Provision of this information is 
entirely discretionary, but in recent years, efforts by the 
underwriters have substantially improved and expanded the 
content of this material. It may be said that in the case of 
most substantial established industrials, prospectus informa- 
tion is satisfactory at present. Indeed, Canadian prospectuse 


seem to provide a more readable document than those issued 


* Where quotations or other direct references are made to 
Provincial Securities Acts, The Ontario Act is the one 
Specifically used. 
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under U,S, regulations and hence enable the individual 
4 investor to obtain a better understanding of the security 
Siottered, In the case or junior tindustriais, particularly 
the initial public offering of equity in smaller, little- 
known companies, however, it is felt that the supplementary 
information is often sparse, 
8 Gs Uniformity of prospectus requirements in the differen 
9| provinces is, of course, very desirable and it is encouraging 
10|| to. note that progress has been made toward establishing 
uniformity in the various provincial Securities Statutes, 
TT While it appears that the requirements of the 
present Acts produce most of the vital information necessary 
to judge a new issue, except for some additional points to be 
14), covered later in this memorandum, the form in which financial 
15 information is disclosed reflects the weaknesses in financial 
reporting (see Memorandum). While the Securities Acts provide 
that the financial statements required in a prospectus "be 
drawn up in such manner and contain such LrPOrneion as the 
18||commission may from time to time require" the Association 
19||\feels that improvement in the quality of financial statements 
Should be obtained through improved Annual Reports rather 
than by requirements of prospectuses. More adequate disclosure 
in Annual Reports would undoubtedly be tented in the form 


in which financial statements are presented in prospectuses, 
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2 
3 
4 
8, The areas in which it 1s felt that present prospectus 
requirements are insufficient are; 
6 


(a) Management remuneration - Present requirements showing 


7| the total of remuneration to officers who individually receive — 
8 over $10,000 per annum seems out of date considering that most 
larger companies would have a number of junior officers above 
that level, The requirement does not provide any disclosure 
of the excessive payment to a chief executive which might 
11 || weaken a small company in that it does not disclose how many 
12 executivies participated in the aggregate remuneration disclosed. 
The quality of management may often be Judged by the spread in 
remuneration between the top and second-line management... 
In addition, remuneration of management is increasingly 
by indirect means, such as stock purchase Options, bonus or 
16|}profit sharing Bes and retirement benefits. These ean be as 
17 important, or more so,than direct remuneration, 
We propose that disclosure of remuneration provide 
the total paid to the three highest-paid executives, the total 
paid to all officers receiving above $10,000 (as presently 
20 required), the number included in this group and details of 
91 2121 Stock Options granted to management along with the total 
of bonuses and of pension provisions for the three highest paid 
executives, 
(b) Beneficial ownership - Present requirements cover 


disclosure of ownership, in stock issues, of those in a positio 


sudosqaoig dmexeng jedd glo et $i dotiw mk eaore ont BP 
| ti hort span 1998 gnetol Vivant ots edromottupot ‘eg! | 
be Ssntwore adnomet upon tnseetd ~ nots erenumer ‘dnomogsrteM tay ae 
a evisosr vifsublvibnat orlw sea dto od nokdsronuime to ‘Tadod ‘orig ii, 
- deom tadd gelaiaeani etsb to duo ameoa “nuit TC 000. ole evo |g 
ne evods ersottto sotnut to rodmisn 8 avd BIKow Se fTEAIOS reptsl | 
5 eiwaoloath yrs ebivorg Sout esi Inemottupsr eit .ftevel vend | 
Sas tm dokelw eviduoexe toto 8 od Jneaysq ev Ee200xe “orld to 


erent: wort ‘esofoatbh don eeob dh tané at YersqMo D tiene 8 ‘ea80W 


yn 


secfoatt nolterecums ‘edeyorsee ont nt bedagtotiaeq goividuoexs he 
nt prowe ond yd begbut ed nedtto y sat tnemegsasm To WLLeup ont | 

| hae niece iin entit~ bnooes Aine aod erg nsewdoad nobd srectimet 
¥ anlasoront Pa onsite hf to notsereniumer no kd tbs At We 


to eunod camo tdge onacdotug Hooda as ose . aa6ont Soa tiene Ya | 


{ 


as ed 160 esenT oot tated tromort btext brs ansiq antrerte de toxg| 
MOLIstonumet joorth nsdd.o3a atom TO .dnadcogm | 

ebivord nolderonums to eryaoloal Sad eRogotg ew | 
fadog add Seviduoexe bisaq-~-taength estly edt of bisq sdos orig 
ylineeeta as) 000, OL§ evods giivieost BTeoLT to Lis od bieq 
to alicdeb bas gquorg elas nt eee Late redimun ond .(bertupes 
Istod edd dgtw aniols Jnsmegersm od bednsza anotiqo xoode faas)| 
biaq Seedatel vineigee ecid ‘1072, notatvora notaneg to bas peauriod rol 
euiea | “eovidno9xs| 
tevoo etnemertuper dnesetd ~ gidetenwo [stolioened (d) 


oldtaog 8&8 nt eaont to ,aeveet Noote at .qinarenwo to exuaoloatbl 


Nethercut & Young 
Terento, Ontaria A978 


to elect a majority of directors. This does not cover the 

4 many instances where effective control of a company is held 

5 through ownership, directly or by nominees, of something less 
than 50% of the voting stock. We suggest that disclosure be 
made of the names of all parties beneficially owning 10% or 
more of a company's voting stock. 

8 ; (c) Material contracts - Present requirements cover 

9| disclosure of "the dates, parties to and general nature of 


every material contract entered into within the two preceding 


10 

years" but not applying to contracts "entered into in the 
11 

ordinary course of business", In addition, particulars of 
12 


property purchased or acquired payable to some extent in 
13||securities or from the proceeds of an issue, must be given 
14|| Unless again this occurs in the ordinary course of operations, 
These requirements appear to offer loopholes to companies who 
carry on some real estate operations as transactions of a major 
and very material nature can be ignored as being in the course 
of business. ‘The use of the term "general nature" has the 
18|)effect. of not requiring details of the contracts and hence the 
19 information necessary to judge the effect of such contracts is 
not provided. 

We recommend that a requirement be included in prospe¢- 
tus content providing disclosure of details of any contract 
22||\during the two years involving amounts aggregating 10% or more 


23||0f a company's gross assets at the time of the contract, 
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9. While the regulations covering prospectuses and the 
disclosure of information therein appear generally satisfactory), 
they do throw a heavy burden on the staffs of the various 
provincial authorities who administer the Securities Acts. The 
increasing complexity of Meiners and the growing volume of 
corporate issues has taxed the capacity of the relatively small 
staffs available for vetting prospectuses in most jurisdictions}. 
Larger qualified staffs would permit closer scrutiny of the 
Statutory Information provided and would lead to disclosure of 
more complete information, particularly in the case of "Junior 
industrials", 

10, To help relieve the Provincial Securities Commissions! 
staffs of unnecessary work and permit them to concentrate on 
areas where the protection of the public is more likely, it is 
suggested that the definition of "institutions" for private 
placement exemption of prospectus filing be broadened to increase 
the number permitted in such a placement and to include institu- 
tions not presently considered exempt, such as pension funds, 
investment trusts and special funds such as the Canada Council. 
These buyers are well-qualified to obtain all information 
necessary to a reasoned judgement of a security without the 
protection provided by the prospectus" provisions. These 
provisions often become financially burdensome to the financin 
of small companies. It is recommended that exemption from 


prospectus filing be extended to placements of up bo 25% 
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individual sales to an expanded list of qualifying institutions 
without limitations as to the number to which an offering may 
be made. 

del Further reduction in securities staffs' work would 
become possible if sufficient uniformity in the various 
Provincial Acts were reached so that vetting by one of the 
major Commissions was automatically sufficient for approval by 
all other Provinces. This procedure would also reduce the cost 


to prospective issuing bodies. 
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Memorandum on jurisdictional problems; 
“h 

Two paragraphs from "Securities Regulation in Canada" 
: by J, Peter Williamson 
6 Twenty-five statutes have a direct effect on the sale 


of securities in Canada. Each of the ten provinces has a 


securities act or security frauds prevention act, regulating 
the sale of securities in the province; (83) Alberta, Ontario 
and Saskatchewan have investment contract acts, regulating the 
issue of investment contracts in these provinces; (84) the 
Ontario Corporations Information Act and the Quebec Companies 
‘lInformation Act are very similar to securities acts and impose 
prospectus requirements on the sale of securities in Ontario 
and Quebec respectively; (85) and the companies acts die Ae 
Dominion and all the provinces except Ontario and Quebec and th 
Yukon Companies Ordinance, regulate the sale of securities by 
companies incorporated or licensed under them. (86). 


Note l 


Securities regulation in Canada is a complex affair. 
The complementary and often overlapping provisions of companies 
and securities acts require careful search and detailed analysis, 
before anyone can be sure of a registration requirement or a 
possible source of liability. The lack of uniformity in both 
the companies and the securities acts is more than Simply lack 
of identical requirements; it is a hodge-podge of miscellaneou 


provisions adopted more or less at random from the statutes of 
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other jurisdictions, rarely amended, and scattered through the 


statute books more as an obstacle course to the legal professio 


than an effective protection for investors. (122) 

6 “the situation in the United States is a little worse 
7|\because of the larger number of jurisdictions, and a little 

8 better, because of the dominant role of the federal government, 


and the progress made towards uniformity. 


9 
Note 2 
10 
“1 Note 1 Page 38 
Footnotes: 83 - Alberta, 1955, c.64; R.S.B,C, 1948, ¢.298; 
12 Rio, i. 1954, C5251 Rio yNsBy 1952, Cc. 20% Rio. 
NPidy 1952, ogo; ReS.N, 6; O54, ce. P6ls: Bie. Os 
13 1950, ¢.351; RYS.PJEJI,. 2951, ¢c.146; quebec, 1955, 
c.11; Saskatchewan, 1954, c.89 (in each case, 
subsequent amendments should be consulted). No 
14 securities acts are in effect in the Northwest 
Territories or the Yukon, 
15 84 - Notes 60-2 above. The Alberta Act is admin- 
istered by the Securities Commission; the other 
16 two by the superintendents of insurance of the two 
; provinces. 
17 
85 = ontario, 1954, ¢.21; R.S.0. 1941, ‘e:eo1s 
18 867" Ri S76 2 1952) (6. S35 RGA 1955 ie bas, Reo ae. Ge 
1948, ¢.58 R.S.M. 1954, ¢.43; RuowN.B. 1952, e4333 
19 ROS PNP dish O52, ty 1OG5 RIS. N, $2) 0O54, vO. y 
Ris PEt, LOST, e126; Ri Se8.0 1953, 6.1245 Yukon, 
20 1914, c.18. (in each case, subsequent amendments 
should be consulted). 


21 |Note 2 Page 44 
ootnote: 122 - The subject was taken up in the Report of the 


= Royal Commission on Dominion-Provincial Relations, 
Book ll; Recommendations (1940) at pp.56-7. The 

23 Commission contented itself with a recommendation 
that the companies acts be made uniform and the 

24 duplication of reporting be eliminated. 

25 

26 

ra 

28 

29 


30 


yl +a Ke m a % ‘ Any? 5 ; 
, e's * H rt , @, ; my ry ; ’ + ; 
i a , P y a] ¥ i 
is, ee , ‘ 7) a 
. ' i b ” ; | ! i! x i % Ny ; 4, i, ies | 
m! Bg , \ . ai i 
" ‘ i 960A ‘ f ; , 
BI an pits 
camer ba 
pS eer | 
ve ; AY 
amt ena 
! Ea 
i] J * - Pe y Hh 


odd rlguorlld bereddsoe bas ,bebriems vieret SAA Tc 
potesstong - eget sad oo ‘Se1Vv00. elpstado. AB. as stom “ailood pS 


eae 


SetOW: elastt & et Bsotsete bediau sd? mt nandauthe om 


{S88i) -etoteeval 10% noLtoedorg, evid oetie as a 


ab ' 
cm ba 

wey hile ke ee o 
re 


a stou 


» Eh P opitperh y fe a ' Chis Sehr pe 
or a" ‘ oo. . BA 


“M8es. 6 (8HOr° O.a.2.8 cld.o (e@er .BidedtA 2°68 sae 
iy ofl LCOS. .9 Seed v2.Wse.A YES.9 .HCQL M2. aban ail 
O,8,f tL0S.5° BeOr (e.u.8.8 CFL. o (Seer ae 
Laeor pi ee ,O#L,9 feek Leth Debi A, £2659, res; ape Says 
ee . 8889 i985. cit) os. B44 Keer nrswocio d 68 62, t2449 
 e Ryety yp Qh. a (Det ivenos. - bivode ataembnems tasupeadua ok iw 
a. Jeewrs tov sit ak dootte mi ets atos astttryose — a 
| Ary ae TOAWY oft to Beliotizrel, ...» ay 


~nimbs at goA stiediA saT .,eveds.S 08. setou - 18 
terdto edt inotealmmod eattiryose edt yo betedat 
owt oft to sonsivent to atnebnednttequa edd yd owt 
.egontvorg 


189-0, LOL, 0.8. efS.0 Heel ,otrstao = 26. 


aN) a, Sig A Lec, 9 ae 9 Aa oii ec. 9 yrs §, Dad He pe ABne tamos 
(GE. (SOL 6a 8 ey 9 .#cOl .M.8.A "Ba,o Sor , | 
nt brad. COE re (Qf 180L.9 Seer, ChB aitn Dey eee kn 
“yoodvy @hSL,o (€@0F .2.8,8 1dS.0 Leer a a.9,0.8 
“etoembcens ineupeadua 8889 dose mt)... BL.9 sale hai, 
| .(bedivienoo od bivorte 


oo 9389 ¢ Pei 
ia 


‘edt to ‘drogen aad nt qu Beans! ‘Baw Heraus edt ~- SSf redondoot « 
panolisfem Lstontvetd-csointmod mo noLaatmmod. LPEMOR:. » breaths Ee 
eit ,V-d2.gq 38 (OMCL) anotssbnemmoosA ;IL xook | le 

“nottsbnemmocet a adiw tleadt begnednoo sotaakmmod nnoLeLvongy ye 
— oft bas mmrotiav ebsm od atos astnagmoo eld gsdt rf 
beotanimifle ed satsroqet te nottsoliqub 


' 1 
i fant 
q 
rar 
y ry 
1 4 cal 7 1 
r " u 
if J ; 
Ye j 
: : 1 « eat) 
} a at - 
1 ‘ ai : thy 
P : | P| , 
5 .s 
H u a 
iM a 
} j ie! . 
: rc 
j i } 
WwW : L} Z| ‘a i v 
; y | ve 
, F pal 
j Di ; 
. j ? e ‘ 
’ . i a ‘Dh 
: ¥ 
: ; « i 
' , 
P wa _ 
f 
‘ 7 ‘ 
i j Ae y 
} ve 
| oe 
2 5 a) 
‘ i | an h | 
4 i 7 a 
| i ire | yal | me 
eas eG 
fg ea me Ow | 
AO. | Lae ’ yi) Ve eee, 1 ey Cle ee a 


Roval Commission 
on 
Banking and Finance 


Hearings 
held at 


TORONTO 


Wol. Date. 
April 16, ‘1962 


Official Reporters 
F.I.MNethercut and R.J.Woung 
Toronto, Ont. 


Out 
eu Y y 


ye 


~~ ~ S ; 
eS = = 


a 7 


ear. 
— 


ig 


Gilles 


Ma 4 
i Pil, We TY 
bd DD hy Salt 
Tp i 
T 
oho 
v4 Te hot 
| \ 
Fite em iy 
ay RY 
n eRe 
Dl ve 
6 
1 
. ‘ 
, } 
my 
ee a 
‘ t 
h et 
ve ray 


fy) 
e 
ar" or 
7 I 
a i. 
ry 
A ‘ + 
r 
mw 
Fw od 
ia% Ari 


a, “4 
(am WoArs 
Z 


Mercure’ 


MR ale 


a ke ns py 8 carer te pve 
ie hae y j 


6 hie eat Aah, 4 


< 


Sn See eee 


* 


ria oh 


) Po 
= él 


a lee 


er ay 


wk 


SSS aS 


22 


P| 1 
" 
‘ 
a 
‘ ¥ 
'* 1 


\ i 
x 
g 
nti et 
ae 
H 
- 
hors 
\ 
} | 
en 
pi i 
helt 
i 
af 
fia 
j 
| 
i i] 
a 
{i i 
| 
ig 
7 i 
it 
qi 
vs 
I) 
i 
ier 
i 
Not 
HN 
3 i 
i 
pers 
ay . 
ye ,¢ 
i 
¢ 
1 
ie 
iy 
| 
oe 
Te 
1 
5 
i 
: 
eh 
‘ —" 
' /f" 
t ne ie 
v 
“ot 
bo 
yt 
wu 
i ‘eee 
7 
cs 7 me d 
r i 


ee ee » 
eo 4 


29 


30 


Nethercut & Young 


Terente f Ontario 


Toronto, .Ontario, 
ADUL INO ye Som. 


ROYAL COMMISSION ON 
BANKING AND FINANCE 


LeNAD eek 
Page No. 
LH Ollcord eaaNier eh Leu 1325 
Geoffrey R. Conway and 
Martin W. Goodman Loco 
Frank O'Hearn 1361 
Communist Party of Canada 1565 


AVS Cameron 1384 


Nethercut é Young me ‘dl 32 lL a 


Terento, Ontario 


ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Toronto, 
Ontario, on Monday; 
April 16th,’ 1962. 


THE COMMISSION 


The Honourable Dana Harris Porter 
Chief Justice of-Ontario 
LOroncos. Ontarlo - Chairman 


Mr. W. Thomas Brown, M.B-k. 
Investment Dealer 
Vancouver, British Columbia 


Mr. James Douglas Gibson, O.B.E. 
Banker 
Toronto, Ontario 


Mr. Gordon L. Harrold 
Agriculturalist 
Calgary, Alberta 


Mr yovRaub tHe: wWieman 
Corporation Executive 
Montreal, Quebec 


Mr. John C. MacKeen 
Corporation Executive 
Halifax, Nova Scotia 


Dr. W.A. Mackintosh 
Vice-Chancellor 
Queents University 
Kingston, Ontario 


Mr. HA. Hampson - Secretary 


Mr.. Gilles Mercure - Joint Secretary 


wey 
yaar 


mr ae 


biel 


shit) ma ¢ ARE ne 
or igi “ ae i i UN aes y 


atk werk 
re A) 
monrneees 


ys 


REN A KL AO 
is ding yh si 


fry a an \ et ie 


aes 
ae a TAR hae asin 
i\ BN es AID Me 


' we | uh 


fronteevet 


ion aelatae covenant 


Pi 


fiangc A ae Me 7 irre ont Me aM 


8 tT pal i 


‘ipa! 


Ah 


is le 


Va de sf Dy is , LR Tid 3 | i Ail PD tte hla : ats fe nat. 


a: im ane. 
Neate’) ow irl 
i 


i He 
i a) mi Aaa 


; ‘hen nT 
ys ow he F mt \ ae 
“bas Nd yy Cath, a veh ve C4) " 


ak wee a Ay ee a 
nee nea dane | | de Be wiht sitet 

Fi wi , 7 k of 
"1 4 ey Ge my aes: ‘th 


+ sini 
yee: i ag fb hg 
yb lal di AN aay a 
' hy by abner on dome Ye . 
Aa ae ah 
Yiny by nda mil Ap, 0) hy 


sity Whey: ee 
ao) A ori tee 


VJ 
i 
7 


ne 


Nethercut &é Young 1325 


Terente, Ontario 
Toronto, Ontario, 
Wounr of April; 1962. 

THE CHAIRMAN: I shall call the meeting 
to order. Mr -Allans 

HON. J. N. ALLAN: Chief Justice Forter 
and gentlemen, I am here this morning on behalf 
of the Prime Minister of the Province to indicate 
to you, the members of this Commission, how 
delighted we are that you are sitting in Ontario. 
We want to especially welcome those who are not 
residents of Ontario to our province. 

We want to wish your Commission every 
possible ‘success and particul@ly we want to thank 
you for your consideration in arranging to accept 
ae brief that will be presented by the province 
later this summer. It is not ready now and we 
are most grateful to you for your consideration 
in that respect. 

THE CHAIRMAN: Thank you very much, Mr, 
Allan. We appreciate very much indeed your very 
kind words of welcome and we shall look forward 
to the Ontario brief at a later date. 

The nextbrief is that of Geoffrey R. 
Conway and Martin W. Aone te Mr. Conway? 
cg MRCHONWA Ysa) Sie 


SUBMISSION OF GEOFFREY R. CONWAY 
AND MARTIN W. GOODMAN 
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APPEARANCES: 

Geoffrey R. Conway 

Martin W. Goodman. 

MR. GOODMAN: Gentlemen, my name is 
Martin Goodman. May I read the summary now? 

THE CHAIRMAN: Yes. 

MR. GOODMAN: There is a slight addition 
which the Secretary had kindly allowed us to in- 
clude. 

-~-- Reads summary of brief. 

THE CHAIRMAN: Questions? 

COMMISSIONER BROWN: Mr. Chairman, I 
wonder if I might open this discussion by asking 
a BoWerar question which Mr. Aesanian may wish to 
discuss. 

In your brief you use almost entirely 
fiscal policy as a means of helping the economy 
and thee is virtually no mention of the efficacy 
of monetary policy. I think the Commission would 
be pleased if you would discuss why you did this 
and also your ideas on whether monetary policies 
have any effect. 

MR. GOODMAN: Our main constraint about 
discussing monetary policy was lack of time. That. 
is why we took pains to add that this is not all 
we would prescribe. We feel that monetary policy 
is equally valuable and should be equally emphasized 
but because of the recent controversies of this 


nature we felt it would probably get a thorough 
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airing before this:Commission without our particular 
attention to it. Since we had a lack of time to 
go into eee detail we felt it best to leave it 
out of the brief. 

You. are discussing monetary policy 
totally and not just as it affects the flow of 
funds or monetary policy for growth, inflation 
measures, etcetera? 

COMMISSIONER BROWN: Yes. 

MR = GOODMAN: a lL think that. thisuds an 
area that should be stressed as much as possible. 
On the other hand, I do not believe that it could 
be effective by itself. We are concerned that 


fiscal pelicy has been overlooked, for instance, 


there is no reason why taxation rate reductions 


and increases would not be an adequate government 


’ policy :to deal with recessions: and inflation. 


At the same time, the difficulty with monetary 
Vani dak bree GRE aS the information that we added 
is that if we reach a balance of payment crisis 
which we expect, monetary policy forces or monetary 
policy will be required to deal with this. Now, 
if you accept the theory that for every goal the 
government wants to accomplish it has to have a 
tool, we need monetary policy as a tool to take 
care of the balance of payments. This leaves only 
other tools to deal with growth in the domestic 
economy. 

COMMISSIONER BROWN: Would monetary policy 


be the only tool in the balance of payments problem? 
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Terente, Ontario 

MR. GOODMAN: Not at all, we have some 
very specific problems that we left out. 

COMMISSIONER BROWN: Why do you mention 
that? 

MR. GOODMAN: There are many aspects of 
both booms -- there were many goals to deal with 
balance of payments. Exports would be one goal. 
By the same token a flow of funds would be another 
goal and a flow of funds is one that monetary 
policy would be particularly concerned With: 

MR. CONWAY: Also at the present time 
we have had ae expansion of the money flow along 
these lines. There have been moves by the govern- 
ment to say it is not a fact at the present time 
there is a shortage of funds for expansion of 
the economy. There is probably a lack of direct 
stimulus to make use of these funds. We have 
therefore thought that part of the problem is 
important to the matter of balance of payments 
because in the government borrowings the problem 
facing both federal and local governments is that 
at the time that they look into the problem of 
the balance of payments the only way not to have 
an international crisis in their balance of payments 
is probably for the federal government to go south 
of the border and borrow funds there to finance 
the Gonaret deficit instead of staying in the short 
term market in Canada. We prefer to see the federal 
government staying out of the long term market at 


the present time and leaving this to the provinces 
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and municipalities. We feel the problem of going 
south of the border is the exchange rate and other 
problems in making an issue below the border. 
There are basic reasons in the monetary policy 

why the federal government should leave its long 
term.as' it is at the present time and if there 
were not this pressure to go south of the border 
to obtain long term funds but to obtain short 

term funds in Canada it could be in the log term 
an advantage. 

We have not gone any further into this 
problem because of the fact that we felt that 
steps have been taken and that can be taken are 
Set out fairly detailedly in the other areas and 
LHELe cS noapoine sin eolngMany “furthers 

COMMISSIONER BROWN: Do you think that 
Han cesies policy can stimulate the fund? 

MR. CONWAY: If used in balance with 
ouneritact ors,’ yes. cif we %did) not ‘haverthe flow 
of funds in the economy or did not have the money 
Supply, did not have the other problems monetary 
policy could finance the deficit and there would 
be. no ditficulty “uso this ‘quite definitely would 
be a necessary part. On the other hand, we stress 
it again that possibly the government should have 
done more as a specific policy to get a balanced 
programme. 

COMMISSIONER GIBSON: Mr. Chairman, 
Still on the very general question, I guess most 


people admire people who come out and make specific 
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proposals. On the other hand, this is a very 
complicated sort of country with a lot of 
differences of view and it is not easy to do 
specific things. I would very much like to know 
the sort of background behind your proposals. You 
come out with a lot of proposals but you do not 
give us Cet herare of your philosophy and what 
you are trying to do. You say there is something 
wrong with the Canadian economy and it is drifting 
in such an unsatisfatory way. Everybody knows it 
1s invaneunsatisfactoryystaten) This»is: notvan 
analysis that tells you what to do about it. 
Would you say a little about your background 
thinking on this? 

| MR. GOODMAN: .There is, I thought; a 
bit-too much philosophy in the introduction. It 
is true. we did not speak in some of the areas of 
the economy like balance of payments but one we 
warned of here because of what we feared is the 
imminent danger from the United States from what 
looks like a current balance but in reality is a 
probable LNs deficit. 

Then, the unemployment situation, if 

you take the goal of stable prices as being very 
important and you draw a curve you will see at what 
stage you will say at what stage are we going to 
have stable prices but it seems to have been the 
Canadian experience in the last two or three years, 
certainly since the last two recessions that stable 


prices keep coming out without too high an 
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employment percentage. 

The growth rate, which in itself, can 
be questioned - you can say "Why growth?" - well, 
tinvignowth, sit) be first whatirthis: will be: away, 
to tell the people in the country that some things 
will operate to correct this growth rate, not 
simply per capita but in current dollar payments, 
some sort of stimulus is going to be required. We 
feel that again the turn-off of investment in 
Canada is one that would jeopardize your growth. 
We can See eco growth by fiscal and monetary 
policy. Here we do not say the country is 
toppling over now but it is at a plateau and 
our advice is something is needed to make the 
country move upwards again. This is the general 
philosophy behind what we are saying on this sub- 
ject. 

COMMISSIONER GIBSON: Let me be a little 
more specific. I think we are all aware of the 
very broad complex you speak of but you put 
emphasis on your programme of increasing the level 
of. investment at this particular time, This is 
the time when there is a good deal of over-capacity 
in federal unemployment and other economists per- 
haps put more emphasis on trying to increase 
consumption: Its this “kindof :quest Loni Iam 


hoping you will elaborate a little on as to why 


you are all for investment but not much for con- 


sumption. 


MR. GOODMAN: The difficulty we found 
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here was the type of capital structure that we 
have. The concern we have is that we have a 
Capital structure that is weak when it comes to 
international winds. We seem to get the first 
subsidiaries - American subsidiaries here are 
turned off when a recession comes and when the 
boom comes they are the last ones to get orders 
as compared to the American parent companies. 

What we feel we need is essentially a 
more self-sufficient economy in the capital 
structure. It is true we did not emphasize demand 
in here. This is the other aspect if we were 
dealing with the economy as a whole that we would 
certainly emphasize. 

Now, how do we get this better capital 
structure, Either you Ban increase demand or 
increase inVestment. As we point out, this is 
a political argument. The difficulty you get 
into is®if-you-do' not*want "to doit) strictly with 
deficits, therefore which one do you choose. In 
this case I simply nave chosen — the investment 
which will provide sufficient impetus to the 
capital structure. The Canadian goods aspect is 
another matter, We are not proposing a general 
demand capital structure. You will possibly have 
more of that later on. The demand is something we 

known 
would have liked to have really / because we 
were particularly concerned that the seemingly 
large developments of the recent years do not seem 


to have brought this about. 
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COMMISSIONER GIBSON:: One of our under- 
lying difficulties in these submissions is to try 
and prove what the submission states. Are you 
satisfied with the statements you made earlier 
there that you have subsidiaries cut off here 
first and when they start up they start up last, 
so to speak. These may not be your exact words 
but have you any evidence to support this view 
because this is a very important matter? 

MR. CONWAY: This is the type of thing 
that you have brushes with in your knowledge of 
the Canadian economy as such and you are assuming 
that people concerned with it can argue about 
circumstances here in Canada but you can only make 
certain assumptions. 

| However, you do know that if the head 
office of a company has operations throughout the 
world or in one segment of the world their job 

to the shareholders is to maximize ee You 
have to eae this and if we have a Canadian 
economy bhav LS nota srowing as. raplaly as other 
economies in the world and, as has been pointed 
out, in certain fields the man who sits at the 
head office determines the investment flow and he 
is not going to be too interested in extending 
his investment flow in an economy that is stagnating. 
On the other hand, in Europe there is very rapid 
expansion. The profit returns in recent years have 
been in excess of 14 per cent in Europe as an 


average whereas it is only ten per cent in both 
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Canada and the United States. The basic precept, 
which I would hope we would accept, of a profit 
maximization. would mean that it could be expected 
that the maximum investment flows would be to 


Europe. 


ne ra rf 1 


+ * ip , 7 
amma 
Ve 4) Me Oy ai 


2G 


29 


Nethercut & Young 1335 


Terento, Ontario 
Mherefore it is a matter of touching the 
effort eam the world. They are going to go to 
Europe, so in this case the American subsidiary 
instead of being most concerned how to change 


their position in Canada, will naturally try and 


do so in the facilities available, to have the 


Capital from head office. Being directed elsewhere, 

then they may be without the wherewithal to try 
quote 

and meet their local problems. To try and / specific 

instance in specific companies is obviously im- 

possible. 

COMMISSIONER GIBSON: What I am getting 
at is this. You are suggesting the sort of 
ga eral economic motivations in a society or 
world where these things work out more or less 
perfectly. I think the kind of thinking you are 
putting forward is very well because in a general 
ene it actually works that way or not and 
how much there are other factors enter into Lo, 

I just wondered if you looked at it. 

MR. CONWAY: The first assumption we 
made in this approach was that in the first in- 
Stance we believe quite strongly that the attitude 
of governments in a period when there is not a 
erisis to provide jobs, cannot be to stand by and 
Foes that just natural forces will provide a 
solution. 

COMMISSIONER GIBSON: That is true, but 


I do not think you should assume that certain 


things happen just because they ought to happen 


oF te page \ ba 


‘ ie v f oh re 
a ny 


ny ul be 4 ay fat 


; ry OR Le aT 
Pie ee 
i 


re OP eg 


Mee Le 


nh 


. ie ee \ 
sated poltia bed 


“o sonmes sada vera od atetes 


aA A ae 


bd tant vee 


‘shone 49 


ag uO teeuMN9 ih 
Dist ree 
r vende ae 3s 


fe o bite nooe tes 12 rea 


tytrid Tl ahdoe" nisq 
brmwio% 3 snttdug 

ay ; dud) i a he 

rpie siento 


vy " eter . 4 sont work 


8 a ‘Btaommrsevoa to 


1 hanaited ‘sont, david, egomt, 
i x 


wba 
he any ie he 
oe of 


(irl. 


Nethercut & Young a 1eno = 


Terente, Ontario 
theoretically. 

MR. CONWAY: That is correct. However, 
on the other hand, we are not willing to ep aes 
that because there is a chance you may not get 
exactly the desired paeuaee that you will) not’ take 
a certain move. You know from the way investment 
decisions are made within corporations to a cer- 
tain extent by individuals, that there are certain 
types of tax laws, types of government action, 
that may reassure people or move ina certain 
direction. We don't know they will move in that 
direction. On the other hand careful investigation 
on these various lines is not devoid of informa- 
tion. Certainly it is far better to take a step 
that has a possibility of coming up with the 
result desired rather than taking no step at all. 

THE CHAIRMAN: What is the step? 

MR. CONWAY: The steps we have proposed 
here particularly, one of the major items was 

versus 
referring back to consumptions / income. We 
felt that here, if you apply more taxation to the 
consumption side of the tax base -- 

THE CHAIRMAN: That mems that you will 
reduce demand. 

MR. CONWAY: Not necessarily. There have 
been quite a few surveys along this line. People, 
it has been shown, tend to a certain basic demand; 


their propensity to consume, shall we say, is at a 


certain level. It is very difficult to alter this. 


Granting that somebody who we wanted to 
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1 consume the same volume, if you increase your con- 
2 sumption ‘taxes it is going to cost you more. That 
3 consumption is something fixed, the number of 
4 dollars that you are going to have to consume a 
5 little bit less in volume, 
6 On the other hand we will take the third 
7 | one as balancing of your tax structure that does 
8 not have too much incentive, and say if you put the 
9 consumption tax on therefore that end is given a 
10| hard time, to say that at the present time we 
11 are taxing income excessively. This is our 
12 feeling. We are not taxing income in balance. 
13 If .we bring these two ere into balance, then 
14 not only are you placing dollars in the hands of 
15 the individual, his income taxes are lower, he 
16 then has a choice. He can consume his thousand 
17 dollars. If he does your demand in consumer 
18 goods goes up. If instead he determines to in- 
ey vest this, then supposedly your demand on the 

qr aly, investment sector goes up. 
21 : We still feel it is a matter of capacity. 
22 TL iG 18 noc COO elric ene capacloys che point nal 

(23 you may need to spend money even though you have 
24 not used the capacity to modernize your Tracility 
25 to compete in world markets. If you provide limits 
26 for companies to move in this line -- 
27 THE CHAIRMAN: You mentioned consumption 
20h). Gaxes'. 
29 MR. GOODMAN: We propose an increase in 
30 the general manufacturers' sales tax of three per 
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cent. 
THE CHAIRMAN: That is what you call 


consumption tax? 

MR. GOODMAN: Oh, yes. 

THE CHAIRMAN: Well, of course, lots of 
the provinces now have the sales taxes. 

MR. GOODMAN:. That is correct... At the 
present time consumption taxes in Canada produce 
less revenue than income tax in Canada, though 
not by intention. We are concerned in quoting 
a balance, and we have an example, although I do 
not like to keep referring to Europe because there 
may be other factors. However, they have been 
even more a leaning on consumer taxes be- 
cause they are presently up to 70 per cent of the 
revenue in some countries. We have not found that 
this is an insurmountable barrier on the demand. 

We have found the incentive provided in lowering - 
the income tax, and we certainly have some comments 
in Canada on this line. 

Of course, if you have a productive in- 
vestment in the investment sector, you do have a 
multiplier in your National Gross Product and 
therefore jobs.:. Lt,is not necessarily-the same 
as to the expenditures. 

MR. CONWAY: The exact figures, this 
year the Federal Government are raising 47 per cent 
from income and ho per cent from consumption, and 
our proposal would be that these should be adjusted 


to 45 per cent from income and 43 per cent from 
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consumption. 

THE CHAIRMAN: You think it will 
sufficiently affect thee: on oni? 

MR. CONWAY: We cannot do it all in one 
step. This adding three per cent to the sales 
tax on consumer goods is going to affect prices, 
quite naturally. We would not want to see a 
sudden step: of trying to pattern after some other 
machinery that would have other disruptions. 

On the other hand, when you look at 
the income tax field, these percentages deal 
with very large figures. If the total tax revenue 
is approximately $5 Dil toad a small .change is 
going to make a big difference in savings or 
disposable funds, the disposable funds of the 
individual. 

You notice on the income tax change 
we are Mewes a maximum rate of 60 per cent 
as an absolute maximum. There is some question 
Whether this should be 55 or 60, but we felt at 
least down to 60. We have spread the rates right 
through, and the result for the lower, middle 
incomes by the tax of disposable income, will be 


around.$2,000.a vearn. So although) the :shift: in 


_ percentages is small, in absolute dollars the 


figures could be large. 


Coming back to your first question by 
Mr. Gibson, the basic philosophy we had in 
approaching this was that first something must be 


done. We do think private enterprise is not doing 
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1 this. We are not here to remove the freedom. of 
2 private enterprise to move in various directions. 
3 We want to make it possible for private enterprise 
4 to take action through a tax impetus leaving funds 
5 at their disposal, both individuals and Beet cea 
6 tions. However, if the action is not taken in 
7 the private sector, we feel it must be taken in 
rs) the public sector. 
9 THE CHAIRMAN: Yes, but the question 
10 we want elaborated is what should be done. As I 
11 understand it, you think there should be a shift 
12 from income taxes into sales tax. You may have 
13 some more points, but so far that is the ante one 
14 I have been able to grasp. 
i) MR. GOODMAN: We have the special de- 
16 preciation allowance we propose which would be 50 
17 per cent allowance in any year for class eight 
18 dave pune items, which are essentially the ones 
19 which would produce the goods in Canada, as an 
20 additional investment incentive. We feel you have 
ZA got to look at what will be done with the govern- 


22 ment dollars that will be invested in social 


23 -capital. They have not been withdrawn from the 


24 economy and they have obviously a multiplier effect. 
25 However, this is not all that we would have done 

26 had we been able to approach the entire economy. 

27 MR. CONWAY: On the social capital 

28 question, in summary, we are increasing the con- 

a sumption taxes, lowering the income tax, and to 


‘again net some revenue we are putting in a capital 
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Terente, Ontario 
gains tax the primary aim of which is equity but 
also to produce substantial revenue. We have the 
argument outlined in our brief. We do not feel 
this is going to have undue effect: on capital 
investments. We have maintained our reasons. We 
realize there is an open question here but we 
have put eee our point of view. In the fines 
place we Ls that in effect this revenue goes 
with capital cost allowance which, if you increase 
it, is going to diminish government revenue. So 
specifically we are providing incentive to in- 
dustry through the class eight machinery and 
equipment, making it easier for them, we would 
hope, to expand in this field of modernizing 


equipment. We are leaving mcre disposable funds 


-in the hands of the individual who will be prone 


to invest this after the first year, and there 
isa DE eat ee as we pointed out in the 
summary, which starts to accumulate to the govern- 
ment. The 50 per cent investment realized is 
one year in two. It continues to achieve your 
savings the balance of future years. The company 
that buys machinery today gets an extra benefit. 
This revenue, we have stated, should be 
invested by the government in broad term. social 
Gapital, particularly, we.had ue mind education, 
technical research. I say that this has simply 
been discussed in Canada over the course of the 
last year more from the point of view of these are 


things that should be done. 
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The question has been where will revenue 
be provided to do this? What we have suggested 
here, is where we think revenue can be provided 
to do this. 

So we are looking to the investment by 
companies in machinery and expansion and by govern- 
ment in education and training of workers, vocational 
training and general education, to up-date our 
technology on that side. Those are specific 
proposals we have looked at here. We also men- 
tion in our summary, although not in great de- 

taviminntheabruier, specific measures that we would 
do on the balance of patente side. We are most 
concerned that possibly this matter will be one 
of the major items your Commission will want to 
look at. We have not spelled this out in detail. 

COMMISSIONER GIBSON: Looking at the 
tax proposals which you make and thinking of it 
in terms of one of your main objectives, that is 
to stimulate investment activity in the economy, 
the increased investment allowance or depreciation 
allowance (Whatever you want to call it) this is 
obviously clearly aimed in this»direction..: You 
reduce the personal income tax, upper and middle 
brackets particularly. This might nave an effect 
on investment, one would expect it would have an 
effect on investment, although in the lower levels 
it might affect consumption more than investment. 

MR. CONWAY: Right. 


COMMISSIONER GIBSON: You will put in a 
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Caplval= gain taxis This)* ones would think; might 
work to reduce investment and indeed offset the 
changes you have made in the income tax. On the 
other hand Lt. is a” Tittle eeanto add this up as 
an investment stimulating programme. It has Sohne 
of the features but does not have them all. For 
instance, why don't you reduce corporate income 
tax in your plan which is something that people 
that wanted to encourage investment have suggested? 
MR. CONWAY: The corporations, I would 
feel, get their funds for re-investment not only 
from the cash flow which would be effected by 
reducing Se ahora ets 3 Taxes, but also through de- 
preciation allowance. We prefer to be specific 
and pass the benefit to the corporations through 


a depreciation allowance, not spread out a certain 


amount of money which would be spread quite 


thinly and may not be invested, may just go into 
short term investments. We prefer to be specific 
and say that this is the amount of money we have 
produced in this one particular tax need and given 
to the corporation. We felt the best way to apply 
it was in the depreciation allowance rather than 
spread it over corporate income tax. 

We are not advocates or we do not think 
corporation income taxes in Canada are too high. 
We are, Sancta to the under-developed countries 
of the world: Granted the laws of interpretation 
of it differ, but the corporate taxes in the United 


States are higher, in the United Kingdom are higher, 
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-and in some of the European countries are higher 


or as high. 

We feel there should be an impetus to 
corporations that want to expand, rather than 
have a general reduction in taxes of the corpora- 
tions. It is a matter of direction to apply this 
amount of money. 

MR. GOODMAN: Realizing that our class 
eight investment would be open to people who im- 
amesa goods which might be produced here, we 
wanted to offset this, so we have recommended 
CHa these neces - because our class eight in- 
vestment is used to produce goods in Canada, to 
produce exports - that they not be given continued 
exemption from the sales tax. We have a very 
specific sector of the economy which we wish to 
stimulate. 

MR. CONWAY: Therefore we apply all 
the funds. just to that particular sector rather 
than spreading them out. 

On the capital gains tax, I think one 
has to keep in mind that when you look at capital 
gains tax, as we have here, it is not capital gains 
tax as such. Capital gains is a certain method of 
taxation, but what you have to look at, it is going 
to have an effect on investment incentive, how it 
affects the individual, and the point that you are 
going to strike it down to the point at which 
naturally the person in the high tax bracket 


making $200,000 in capital gains, consuming $50,000 
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Terente, Ontario 
of it, consumption expenditure and re-investing 
$150,000, to writein capital gains tax he is not 
going to have as much money. This may not be 
accepted, but on the other hand we do not agree 
it is reasonable that this could not be adopted as 
part of the tax policy of the country. 

Therefore we acknowledge, we have taken 
that reed away from the investor, but we feel 
that the funds that we have remaining, funds he 
Sstliienass7 and attersaliethrshisinotha: matterrior 
Guiveeeai study but after all ehewewis not much 
difference between Americans and Canadians in 
this respect, once. a person: has a pattern of 
investment it takes a lot to change the pattern 
that they are used to. 

Therefore, we go on and say in the 
middle bracket people who have been taxed very 
heavily on their salaries up to a maximum of 80 
per cent, we have felt it is unfair Se aaa 
people pear Such a large share of tax burden on 
the individual. Therefore we. have said we will 
reduce their tax. 

These people have got surplus money in 
their hands. We hope we have put through a small 
change in the tax system to increase the incentive 
for them -to:sinvest.... Tf this*is mot.an incentive, 
they will not invest naturally. We have a man that 
has another $2,000. If he consumes it we have 
increased demand. 


However, sales taxes have gone up. If 
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he consumes it we are going to get tax revenue 
and the government will invest the money. How- 
ever, if he chooses to invest, postpone his Rete 
Sumption and not pay tax through consumption, then 
we have Some investment at that level. We have 
got him into the pattern of investment and we 
hope he would keep in this pattern. Granted, a 
lot of what we are saying is balancing this 
pattern and have been particularly put in to 
achieve equity. On the other hand, the net effect 
of his revenue, it can go into specific investment 
incentives. 

COMMISSIONER LEMAN: I would like to 
ask you a few questions about the chapter dealing 
with financial reserves. [In paragraph 35 here you 
make a statement that surprised me a bit. You 
Say that the result of the way this area of re- 
serves has been a dae sleeen, is that there is a’ 
permanent: reserve of more than 30 times average 
annual losses over the last 25 years, and that 
compared with the U.S. banks, you say they have 


been allowed reserves against losses of three 


times the average loss ratio of the previous 20 


years. You seem to imply that the difference be- 
tween the two systems is that the Canadian bank 
reserve, annual reserve would be about ten times 
as large as the American. 

MR. CONWAY: I am sorry if that impression 
is given. That is not our intention. 


COMMISSIONER LEMAN: How do you think they 
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do compare in fact? 

MR. CONWAY: It is very difficult to try 
and compare banking systems in the United States 
and Canada, in that we have a branch system in 
Canada which covers the whole country and subject 
to excellent government sd yt @ regulation 
through the banks themselves for the branch offices. 
In the United States they have a lot of local 
banks that supposedly act in a degree under 
federal regulation, but those regulations in many 
cases have not been too effective. 

AS .a result in the United States your 
loss ratios are much higher. In fact in the 
hearings they have held in the Banking Committee, 
it.is made out that a substantial portion of the 
losses are from the results of fraud and defalca- 
a, OT. 

LG Sao very tdititeulctovpry and take 
a figure out of the air what a reserve should be 
asia Pr OpOrcLon ToOlannual Loss. itis very easy 
GOo~sayi Well, an -the, diene of 12> years it is 
sov'and so".  Showld a bank: be allowed that per-— 
centage, only two times, three times, 30 times? 

We are grasping to try and get some guide lines as 
to what should be allowed. 

We can look a private enterprise operating 
companies, we can find that they have certain annual 
losses and that they have reserves tend to be a 
certain OneeAT on These generally range up to 


four to five times their annual loss experience. 
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1 You have got to look at the range of the assets 

2 involved, and there are so many problems. 

5 When we approach the U.S., the banking 
4 system in another country, we would not hope to 

5 try and compare our own ratio, our own experience, 


6 because the systems are so different. 
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Mencia 


The magic number they happen to choose -- that three 


times loss ratio -- we did not just take that same 


three times. We looked at private companies in the 


finance field and saw what they had. Unfortunately, 
the statistics are not available in Canada as to 
the actualloss figures. It is impossible for us to 
work out the amount outstanding and come out and 
say that it should be four times or five times. What 
we are saying is that thirty times is too high, and 
we describe to you that in the United States they take 
three times. There are implications in this, and it 
was not necessarily derived from the accounting basis. 
On the other hand,private companies which have gone 
to the larges finance companies in Canada -- it is 
approximately three times. There is accounting 
justification in this, in that they have justified 
their actual loss experience. So, this was three 
times, put in merely as an indication of a ratio and 
not to say they are proportionately the same. 
COMMISSIONER LEMAN: What made you arrive 
at a recommendation of three times? 
MR. CONWAY; . We arrived at that on the 
basis of what we have available as the loss ratio. 
This is the only fixed thing we have available. ‘those 
in the finance field, as it turned out over time -- 
their reserve just happened to equal about three or 
four times -- under five times, in any case. There 
is: more srisk..in. this, type ‘of loan,.iso we.felt. it 
was not unfair to apply the same ratio to the banks. 
We have also stated that if the ‘actual estimated loss 
was greater, then quite definitely it would have to 


allowed. Unfortunately, there is not the information 
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1 
2 
3 available 65 let us know what is the estimated loss 
4 in proportion to their assets. They don't publish 
5 what their actual bad debt is. There are no figures 
: to give us any indication of what this is as a 

proportion of their annual loss. All we have done 
{ is look at other companies in the finance field. We 
? would not want to argue if someone said it should 
? be four or two times, but we think that thirty times 
10 or even ten times is quite excessive. If we approach 
11 five, or under five, it is more difficult because 
12 the statistics are not available. 
13 COMMISSIONER LEMAN: You make a statement 
Hs here about the formula used in the United States, which 

pivdon't think Ws"quite: correct. 

7 | MR. GOODMAN: There is an amendment to it: 
10 It is the worst 20 years since 1927. 
17 ss MR. «CONWAY: Since 1927 to 1947 happened 


18|| to be the worst, they all use ite 
19 COMMISSIONER LEMAN: So obviously by going 
99|| back to 1927 and picking the worst 20 years you get 


a different result than by taking the last 25 years, 


IK] 
say, especially when you are in 1962. 
22 ei 
MR. CONWAY: ‘hat is right. On the other 
23 
hand, we don't necessarily feel that the period of 
24 


time concerned -- we have not made any statement as 
25 to how adequate we feel the 20 years is. You can 

26 look back to the banking system in Canada and find 

a7 out what happened there, and you will find during the 


28 worst period d@the depression the banks in the net 


30 added to their inner reserves rather reducing them. 


/ You can look at private business and find out under 
3 


current economic. conditions what this amounts to. 
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As I say, then we stopped dead: We have got details 
in the United States, and taking the worst 20 years 
naturally gives them a higher figure, having a higher 
defaultation in this period. 

MR. GOODMAN: The interesting point about 
the American banks -- we are not granting a complete 
comparison -- is that out of 13,600 banks, 6,504 -- 
almost half -- have such a small annual average loss 
that they are not able to make use of this provision, 
and they don't have any bad debt. 

COMMISSIONER LEMAN: It is a little more 
complicated than that: There is the eee reserve 
and specific reserves, for specific accounts. 

MR. GOODMAN: We are only talking about 
the tax-free inner reserve. 

COMMISSIONER LEMAN: Yes, but they are 
affected by the capitalization -=-- 

MR. CONWAY: Are you talking about the. 
Canadian system now? 

COMMISSIONER LEMAN: Yes. 

MR. CONWAY: The Canadian allowances set 
a maximum ee that is the maximum for both the 
specific and the general. 

COMMISSIONER LEMAN: ‘hat is right. 

MR. CONWAY- Therefore, when we talk about 
a certain maximum here it does not make any difference 
whether we apply it to specific or general, because 
if you talk of the maximum it applies to the total 
of the two. 

COMMISSIONER LEMAN: Not in the States. 

MR. GOODMAN: We are trying to compare the 


two systems. 
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Z 
3 MR. CONWAY: We were just bringing up 
4 here the fact that in the United States, taking some- 
is thing in an actual loss, the amount they came to was 
6 three timeso 
: COMMISSIONER BROWN: Plus specific reserves? 
COMMISSIONER MACKINTOSH: Specific reserves | 
; are outside that? | 
“ MR. CONWAY: “he specific reserves in the 
10 United States, when you get down to the annual loss 
ii ratio between banks, this is ‘hazy in their interpretation. 
149 | MR. GOODMAN: You are rights: We think we 
13 haven'*t been able to be too clear on this. This is 
14 the besides ‘the Sided pare reserves, and these 6,500 
banks had specific reserves besides. 
m4 COMMISSIONER LEMAN: I dont think we want 
i to get into a long calculation here orally to show 
ve this, but I think your brief-leaves the impression 
18 that the inner reserves in Canada are much higher 
19 by comparison with the Americans than they really 
20 are. 
21 MR. CONWAY: No, we are not trying to 
as compare the reserves in Canada with the United States. 
The two systems are not parallel. We have tried to 
te take one item in the United States and point out that 
os Canada has a straight economic system. The Canadian 
25 banking system is relatively unique and we would prefer 
26 to compare the banking system in Canada with the 
27 finance ratios in Canada -- and general business 
9g companies. We specifically have not gone into more 
29 detail in the United States sy stem because it is so 
impossible to compare with their system. 
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THE CHAIRMAN: On the other hand, you have, 
to anybody reading the sentence, done exactly that. 

MR. CONWAY: Right. We have picked one ratio 
that they have used. We have not tried to say total 
reserves. 

THE CHAIRMAN: But the impression left is 
that there is a very wide difference. 

MR. CONWAY: What we are comparing is the 
three with the thirty. You feel the wide difference 
in the: United States is, in effect -«- 

THE CHAIRMAN: I dontt know, but reading 
that JI thought it is a very substantial difference 
and that that was the point you were making. 

MR. CONWAY* That is right, there is a 
substantial difference. The point we are making is 
between the relative reserves of the two banking 
systems. | 

MRe GOODMAN: You have to look at it in 
the entire section where we have dealt with the reserves. 
We are looking at the Canadian tax-free inner reserves | 
and saying, what are they being used for, what are they 
needed for, and what is a proper amount to grante 
There is such. sketchy information available we have to 
grasp what comparisons we can. We took private 
business and said that if the banks want to go down 
count by count and check all bad debts, or right. We 
looked at the others to see what was a reasonable 
ratio. We looked at the Americans what number they 
are using. We did not intend to make any comment 
about the size of Canadian tax-free innner reserves 


as compared to the American. 
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2 
3 | COMMISSIONER LEMAN: I don't want to labour 
4 this any more than it has to be laboured, but I want 
5 to point out --- 
2 MR. GOODMAN: We are sorry about the 
implication. 
d MR. CONWAY: “There may be misinterpretat ion 
here, but we would still want to later discuss, if 
9 you felt it necessary, this one item of the three 
10 times we are using, which is one specific example of 
11 many examples. We do not agree because there is 
12 some question of a low level that thirty is reasonable. 
13 We have mentioned specific reserves --- 
COMMISSIONER LEMAN: Well, this goes on 
i: the record and I just wanted to put that on the record. 
- MR. CONWAY: I am sorry we gave you that 
10 impression. On the matter of information, we have 
oy available the Bank of Canada figures and we have 
18 used those and there is a number of ways of using 
19 . the Bank of Canada figures. There are varying 
20 degrees of information in the Bank of Canada figures 
o4 shortly after 1954 and recently, which, by cross-checkin 
the two sets of figures you can come up with specific 
ei figures. We have got releases by the Inspector 
mt General of Banks which details how the maximum is 
24 computeds” It? is not: pubic information, but it ds 
25 request and it is possible to get this percentage and 
26 give specific answerse We are able to go down and 
27 say that this is an estimate of the amount of permitted 
28 reserves at the present time. Here again, the 
a information is not absolute because we don't have the 
foreign assets of the banks. We only have what the 
American banks have issued in that regard. We have 
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1 
Z 
3 information here on the States,and we can see what 
4 has gone in and out. We have tried to put these in 
5 and see how it fits, and then we have a tie-in with 

the guide lines as to what seems excessive and what 
; is reasonable. We are mainly trying to work down, 
f and it would appear to us from what information is 
: available that thirty is excessive. We certainly 
9 would not be able to argue with the evidence available 


10 that three is the magic number that can be applied. 


11 COMMISSIONER LEMAN; With all this reasoning 

12 and information you had; or thought you had,:- you came 

a up with your opinion that three times average loss 
ratio for 25 years would be the right figure? 

af MR. CONWAY: Or the actual, whichever is 

_ the larger. 

16 COMMISSIONER LEMAN: And that leads you 

17 to figuring that you would like to get back $100 


18 million from the banks? 


19 MR. CONWAY: $150 million. 
20 COMMISSIONER LEMAN: $ 150 million, yes. 

I would like to ask you two questions in relation to 
“ this conclusion, which is a conclusion based on an 
a opinion. The first question is, suppose that the inner 
23 


reserve or the total reserves of the banks , based 
24 on your opinion, would, in their opinion, be insufficient 


is What do you think the banks would do? 


26 MR. CONWAY: They could carry on providing 

7 in the method that is sufficient to protect the 

ae deposits of the shareholders. All we are saying is 
that we do not feel they should get a tax advantage 

sf not available to other portions of the business. lhe 

* banks have to provide what they feel are adequate 
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1 
2 
3} reserves. the question for government is, are they 
4 going to tax all segments of industry in the same 
5 mannere Can some segments fall outside that and 
é get certain tax benefits, and we are not questioning 
this, but we have picked out one particular --- 
i THE CHAIRMAN: You are not only questioning 
it but you make some very bald statements about it. 
9 MR. CONWAY: This is correct. 
10 THE CHAIRMAN? And then suggest that you have 
11 not got enough information. 
12 MR. CONWAY: We haventt got enough information 
e to tie down whether these inner maser yoy Say, are 
$320 million or $380 million. We know within a range 
me == again, we can only take. what is available <= but 
2 we are able to determine what would appear. to be the 
16 maximume “We have the full information on this other 
17 than the foreign ES Then we have to make the 
18 assumption as to what amount the banks! reserves are 
19 in ‘proportion. to this. We can only take what is in 
20 _the annual reports, transferred in and out of inner 
a Yresaves.e But if a bank is transferring money in and 
out of tax paid reserves, or from inner reserves to 
“4 accounts and paying taxes on it, there is every likeli- 
oF hood their inner reserves are at a maximum. Banks 
24 may be paying more taxes than they have to. This 


25 is a possibility we are unable to ensure looking at 


26 the material available. At the 1954 one of the banks 


27 stated they were at the permitted maximum; so this 
28 gives us the proportion of the permitted maximum of 

reserves at the end of 1954 that we know. We also 
29 


know the transfers in and out of these inner reserves 


Since 1954; because this is public information from the 
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'Bank of Canada. Where we have sketchy information, 

is where we tried to do two or three sketchy approached 
and get all our approaches coming to the same figure. 

We lack one bit of information, but we come to the 

same approach. Then, with the top added amount that 

is in excess of 3300 million, we found it was reasonable 


to make the statement. 
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We would be quite willing to go into 
detail but people through the Bank of Canada reports 
are quite aware of what is there. It would be quite 
proper for someone to try and argue that it should 
be something under $100 million. We feel with the 
information, available it would be most difficult 
to argue it would be under $150 million but we 
included that under that narrow realm of $140 million 
to $190 million. We could not tell you the figure, 
we just do not have it available. 

COMMISSIONER LEMAN: Anyway, as a result 

of your exercise you have ended up with what you 
think would be a windfall income for the federal 
government of $150 million? 

MRe CONWAY: Not 2 windfall so much as a 
means of securing a windfall for the federal finances. 

COMMISSIONER LEMAN: And then you suggest 
you would give the Finance 10 years in which to. 
amortize this or pay it off and from there you jump 
to two purposes you would like to use this for -- 
mortgages and small business loans. Didyou go from 
the windfall into the two purposes or did you start 
with the purposes and look for the windfall? 

MR. CONWAY: We were not sure at oe time 
we prepared the brief just exactly what the scope 
of this Commission was going to be. the brief had 
to be filed prior to the time the Commission held 
any hearings. The material we had available when we 
asked the Commission secretary was that we could make 
all the submissions we wanted to, naturally, but it 
would be up to the Commission to determine whether 


they wanted to discuss particular points. We were 
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2 
3 most concerned that these were two areas that should 
4 receive discussion and to try and tre them in we 
C brought them with these sources of revenue. Quite 
6 definitely we feel they stand alonee Yn the other 
: hand we feel there is a connection in that we would 
be looking to a great extent to the banking system 
j to develop this money from small savings. 
4 We are trying to show here, if the argument 
10 is made which could be made if we are going to take 
11 a sizeable amount from the banks how are they going 
12 to perform the function -- we are trying to say 
13 that it could be said that the money would be used 
A for particular purposes and we are going to maintain 
the bankst position and help the banks in their loanin 
. activitys. If we came down to the one that was cut 
- off; ieee resources, we would not say this was 
17 desirable. 
18 THE CHAIRMAN: Well, if the banks have 
19 : received more money than they should have received 
20 and set aside as inner resources and that $150 million 
71 should be released from these resources why should 
b a it.be applied to any particular project? Why should 
not it go into the general government ee ae 
2 MR. GOODMAN; It could go into it quite 
ue easily. We tied this together for convenience sake. 
25 But if you decide that mortgages and small loans --- 
26 THE CHAIRMAN: Well, if you were right 
27 in your proposition that means that the. general 
28 revenue of the country would definitely pay the 
99 $150 million? 


MR. GOODMAN: That is correct. 


MR. CONWAY: And it so happens we have a 
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2 
3 particular programme in mind that would cost the 
4 general revenue $150 million. 
5 THE CHAIRMAN: And the business of the 

mortgages is a separate proposition entirely that 
: would come out of general revenue? 
: MR. CONWAY: That is Reece | 
8 THE CHAIRMAN: But the money never could be 
9 applied on money for mortgages? 
10 MR. GOODMAN: But we did not want to propose 
11 anything that would call for’deficit financing on 
12 this. We could say this is another point that we 
‘3 do not confuse with a deficit programme. 

MR. CONWAY: We are not raising the issue 

i GOP ideficivt .fanancing. 
ee COMMISSIONER GIBSON: But if they are worth 
16 anything they are worth doing? 
17 MR. CONWAY: That Meenas: 
18 - COMMISSIONER GIBSON: What sort of study 
19 have you made of the need for this particular amount 
20 im scnis area? As you know there has been a small 

business loan arrangement set up six or eight months 
. ago, maybe ten months ago. This is in operation. 
a Now, what .is the matter with that? You have mentioned 
ue that you do not think this goes pac enough? 
24 MR. CONWAY: That is right. | 
25 COMMISSIONER GIBSON: Are you satisfied 
26 that there is an additional real need to be filled 
07 here? Have you studied the results of the loans 
58 that have been made under this recent Act? 

MR. CONWAY: From what information is 

a available we have. Personally we feel that two of 
30 


the limitations are, first, the definition of a small 
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loan and, secondly, the amount of the loan and if 
these loans are to be arranged by the government they 
would have to put up some funds to guarantee the 
banks against potential loss but we feel that a 

good proportion of this money primarily is going to 
come within the limitations so there is a great need 
for increasing the limitations so that larger loans 
could: be made. That is from the side of. providing 
the fund. Quite naturally if the economy is not 
growing, if there is not any ereeeeat oe for 


profitable investment the firms are not going to 


borrow the money. Just having the money there does 


not mean that people are going to run in and borrow 
it. 

COMMISSIONER GIBSON; You are proposing 
that here we have an economic programme but we do 
not have surplus resources just waiting around to be 
used by anyone. If this country wants to try a 
big addition to an economic programme or a big 
change we have got to be satisfied this is one of 
the best things you can down this set of circumstances. . 
I do not think you have fully explained why this is 
soe We have looked at the small business loans 
arrangement. It seems to be working well but a 
relatively small part of the total monies have been 
taken up as yeto 

MR. CONWAY: that is correct. 

COMMISSIONER GIBSON: It seems to me it 

is up to you if you are making a proposition of a 
general nature which you are interested in and would 
like us to consider, we would like to know a little 


more about the evidence to suggest that it is a good 
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thing? 

MR. CONWAY: As mentioned earlier we cannot 
go into all the details here to explain what we have 
donee As mentioned, we feel particularly within 


limits that there was some opportunity there. In view 


of what use has been made of the programme so far 


it would be hard to say that the banks had approached 
this programme with reluctance. On the other hand, 
it is possibly not so hard to say that this programme 
has not been emphasized or publicized or pushed by 
enough information as greatly as it may have been 
possibly. 

COMMISSIONER GIBSON: Well, that is a sort 
of an innuendo with nothing to back that up. 

MR. CONWAY: We have not conducted a detailed 
survey. 

COMMISSIONER GIBSON: I see no evidence 
of that. 

MR. GOODMAN; The main evidence we were 
going on was not based on this most recent act 
because at the time we presented this we did not 
have any time to study it as we would have liked t 
We had the figures on loans between October, 1956 
and October, 1957 which covered the shift from 
easy money to tight money and firms with more than 
$100 million in assets had 60 per cent more of a 
complete shift and in between the firms fared in 
conformity to their size. 

THE CHAIRMAN: What does that. prove? 

MR. CONWAY: If we have a banking system 
as it stands today and the banking system is a private 


enterprise that is operated not only for the public 
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economy but the private profit for the shareholders 
quite naturally we feel that as between the maximum 
interest rate and the lowest interest rate it is quite 


right that a bank manager faced with two or even ten 


requests, one for the delivery of $1 million which 


is going to produce 53° per cent revenue and offsetting 
this ten requests for loans of $100,000 each, he 
has in mind his responsibili ty of providing credit 
to improve the economy but nevertheless there is the 
side issue that in respect to the larger loan he 
will have virtually the same revenue and he is going 
to have less administrative cost. 

COMMISSIONER GIBSON: That is not the way 


the system works. Banks have branches throughout 


_ the country and the branches are each judged by the 


way they can make a profit. It is not as simple 
as you suggest. 

MR. CONWAY: I am sorry if I suggested this 
was aly . There are a number of things to be 
considered as to the way the loans are made. We have 
not made any recommendation here on a maximum interest 
rate. We feel 6 per cent may not be an excessive 
rate but we realize if the government wants the banks 
to make more loans it must step in and guarantee the 
banks to protect them against the riske So we say 
that in spite of anything that has gme on to date 
we feel it is important, this providing of the banks 
with the insurance guarantee that they can take this 
risk. We must have the publicity as an attraction 
to get the firms knowing this is available and then 
it is a matter of having a growth in the economy 


or a demand in the economy so the firms want to borrow 
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2 

3 the money. It is unfortunate in our system in. 

i Canada that many small firms feel they cannot go 

5 to the banks and there have been surpluses of this 
money recently. 

2 COMMISSIONER GIBSON: For what kind of 

! money? 

8 COMMISSIONER BROWN: I think what you are 

9 getting at is a loan requires both a lender and a 

10 HE borrowere What evidence have you that there are 

11 lenders who won't be satisfied? 

2 MR. CONWAY: One might have would-be 

“ borrowers’ who are borrowing from some other sources. 
You have borrowers who are borrowing from sources 

= at higher interest rates;. you have borrowers who 

a are taking loans from finance companies, sometimes 

16 borrowing at 8, 9, 10, 11 per cent who are borrowing 

17 at higher rates of interest than the bank interest 

18 7 rate. Now, these particular people have looked at 

19 a particular investment and decided they will go into 

30 thissand. at .issworth paying’ 10 per cent or ll percent 
to go into it. If the borrower decides he can spend 

zs so much on investment and make so much profit at 10 

ma per cents, we do not think that is an unfair presumption 

7 to assume that he could borrow at 6 per cent or 54 

24 per cent under the Small Business Loans Act. 

am) COMMISSIONER BROWN: What is the size of 

26 a beth s? | 

o7| MR. CONWAY: We are saying here it is 

. impossible to know the size. However, you just have 
to have the means available and within the economy 

%4 to get the demand. It is absolutely impossible to 

a survey the economy and say that $2 million or $2 billio 
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could be borrowed and spent on the small business 
loans but where the investor decides -- the person 
borrowing the money and buying equipment Imows what it 
is going to cost and he is quite willing to accept 
a lower yield and therefore will expand more rapidly 
into other arease 

Now, with the banks at the present time 
these people cannot go to the banks to a great extent 
because they can only borrow on their receivables 


and they are borrowing then for machinery and that 


type of thing and this is why the Small Loans Act 


came in == to borrow at a low interest rate from a 
man close to him that he has already borrowed from 
on his receivables. 

We understand that the limits at the moment 
are for an individual to borrow up e5 $25,000 within 
the definition of "small business". We say if you. 
widen this you will have more people who want a> 
loan. Therefore, you have the eovertmen € guarantee 
the banks against loss and that is why we are putting 
this ine 

I wouid question even that the banks with 
the resources they have available could estimate the 
exact demand. On the other hand, you could compare 
this with machinery and everything going out the 
other side as well. We hope all this will get the 
people looking and seeing if they can invest more. 

COMMISSIONER LEMAN: How much judgment should 
the bank exercise in granting this type of loan if 
they are automatically guaranteed by the Federal 
Government? : 


MR. CORWAY: My understanding is they are not 
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guaranteed under the present Kets Sinere :is 12 


certain limit on the amount. The insurance fund has 


a certain limit. 
MR. GOODMAN: 80 per cent for equipment and 


90 per cent for premisese 


THE CHAIRMAN: You suggest that that should 


be extended? 
MRe CONWAY: Well, the present Act sets 


it at $30 million to provide against losses» Once 


that is gone it is the bankts losso 


THE CHAIRMAN: But your suggestion is the 


government should guarantee ? 
MR. CONWAY: No, we state they should 


increase the insurance fund from $30 million to 


$130 million. 
COMMISSIONER GIBSON: So on the same basis 


that is being done now put the limit is raised? 


wR. CONWAY: ‘hat is correct. 
COMMISSIONER GIBSON: You are not saying 
that your amount has any particular Va Leo ie yer you 


would iike to see some stimulus given in this 


areGao 
COMMISSIONER BROWN: It should be greatere 


MR. CONWAY; Perhaps that could be governed 


by the demands but take it to &100 million. We 


do not feel the 100 million is excessive but 


there might be much demand. 


COMMISSIONER BROWN: Could the I.DBe 


not take care ofe that? 


MR. CONWAY: The T Debc is unelping, to 4 
certain extent in that fashion although they have 


gone into much larger loanse Many of these people 
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2 
3 _ are also borrowing from the banks and “it is just 
4 a matter of increasing their growth. Here again 
5 by providing the means to borrow at less interest 
Z because we say if you do not provide the means and 
publicize the means how can you expect the people 
( to. look at the possibilities and opportunities? 
: That is our proposition but we cannot just anos Oniedt 
9 the means. 
10 | COMMISSIONER BROWN; I think the I.D.B. 
11 averages somewhere between (50,000 and $60,000. 
12 MR. CONWAY: That is their average. However, 
13 they have a considerble amount of loans in higher 
figures, over $100,000; $200,000 and larger ones. 
: COMMISSIONER BROWN: Fut they must have 
. avLotl-or small ones « 
Me MR. CONWAY: ‘That is right. Of course, 
17 many of these loans were brought out before the 
18 banks got into this field. So you have two outlets 
19 providing the same thing. That is twice as good a 
20 reason why the people should know the outlet is 
A there and make use of it. We do not see any harm 
in competition from I.D.B. 
ie MR. GOODMAN: Did you want us to go into 
oe the reasons for the mortgages as well? 
a4 COMMISSIONER MACKINTOSH: I have some interes 
25 | in thate this would at some juncture be an improvement 
26 ||. ir Gire capital market. How does it fit in with the 
27 growth and employment objectives limited as it rs? 
28 MR. GOODMAN: We find sharp cyclical swings 
a in housing. Farm growth » we cite what happened in 
1959 and 1960, the first and mid-year ‘surveys in 
aa investment in the 1960 projects, a sharp increase 
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over 1959. It turned out in the end of the year 
totals we found a sharp drop but the reason was almost 
solely due to housing expenditure. 

We calculate that one of the reasons for this 
sharp cyclical swing is that there is a sharp 
division between new houses under the N.HoA. and. old 
houses which certainly do not have any guarantee 
to them. We do not calculate that the ee -- you 
have pressure coming for new houses under the N.H.A. 
from people who may be selling their old houses. If 
they ceunce get a buyer for their old house they 
cannot go into their new house. What we are proposing 
4s that some form of insured mortgages be available 
for used Rouges! The facts we found concerning a 


lot of this came from a book which is just about to 


‘be published which tries to look into the secondary 


mort gage market and used house market with a lot 

of imperical surveys which are generally interview 
types. We find that people, when they were not able 
to obtain a reasonable rates; given the economic 
conditions, that they rented rather than purchased 
which permanently postponed their borrowing and rather 
than have these higher interest rates we would suggest 
using what is a limitation in a small amount of money 
and what is a good administrative programme now that 
these funds be created to balance new house mortgages 
by insuring used house mortgages or by providing used 
house mortgages. Once you have this smoothed out 

so you have a more integrated mortgage market -- and 

I gather there would be more steps required than 

this -~- if you can smeoth the wrinkles out, the 


sharp wrinkles,you automatically have more certainty 
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2 
3 when it comes to investment for the future years. 
4 I think we can estimate figures, looking 
5 at the former years, guided by what the population 
6 was which this embraces and what the investment will 
: be, what. the various types of spending will be. 
Presumably this is one of the reasons the government 
: publishes this survey. JI think then the people will 
be quite willing to provide investment which I feel 
10 is an essential part of growth. 
11 COMMISSIONER MACKINTOSH: The. distinction. 
12 which you draw between this and growth is that you 
13 feel the large specific factor at the time of the 
t building of new houses is the Pne pad Ley to sell old 
houses? 
iS : | 
MR. CONWAY: The first reaction could very 
PO well be that if you make the market available for 
“ , TeaM naeee the first instant reaction would be someon 
18 |, - looking ee a new house and possibly they could get 
19 by at a lower cost on an old house and the result is 
99| ° «+that the new house market would have some demand 
a1 transferred to the used house market. On the other 
Pe hand, we feel as well there is a demand for housing 
as opposed to apartments and if you prepare the way 
zs for people to go into old houses in the end your 
oe demand for new houses would ultimately increase or 
25 certainly smooth out. 
26 | Again, we are getting at the equity of the 
a7 situation. We have made our proposals but only on 
28 the growth. After all, we have to look at the present 
99 time. ‘here has been inequitable development in the 
a system over the years. There is a major inequity 
now in the problem people find themselves in with 
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high cost second mortgages, the difficulty of getting 
financing for housing. So even if there was not any 
expansion we feel the proposal would still stand 


on its merits on the basis of equity. 
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1 COMMISSIONER MACINTOSH: I think it has 
2 merit as a suggestion for improving The mortgage 
3 market, and it has merit as a means of improving 
4, mobility of people who are often held up by 
5 inability to sell a used house, and people newly 
6 coming to an employment and finding difficulty in 
7 acquiring a house because they have Se the much 
8 larger cash payment that is likely to be demanded 
9 on a used house. You put it in a smooth pattern. 
10 MR. CONWAY: Well, on the basis that 
11| if the proportion of the population at the present 
12); * eine living in apartments, if the proportion 
13 “shifts so you have more iiving in houses because 
14 || they have the means to move into aise this 
15 | requires greater expenditure on the part of 
16 population came olne, Invo'a larcer type, of re- 
17 sidence, and this greater expenditure in itself 
18 would tbe.ta tstimulus) yes. 
19 COMMISSIONER MACKINTOSH: Yes, on the 
20 assumption that you will have an apartment of a 
21 certain type and acguire a house of a -certain type, 
22 put beyond ithat L«could not, say. 
23 MRe GONWAY 2° Bhabteis rcorrect sy ‘Evenyit 
24 a person is spending the same amount of money in 
we .a house, the $100 a month breakdown between in- 
26 terest and principal, that enables him to get a 
27 certain quality house, and with that same $100 if 
28 he can get into a larger sized house there is 
29 greater expenditure on construction. 
30 COMMISSIONER MACKINTOSH: Maybe a little 
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tenuous. 

MR. GOODMAN: We feel the other arguments 
have more merit. 

COMMISSIONER BROWN: I am wondering about 
another question that you do not deal with specific- 
ally in your brief, and that is you do not mention 
the possible problems of capital flow and inflow 
in the international sector. Can you give us your 


opinions on the floating exchange rate or fixed 


exchange rate and how you think one or the other 


would produce the movement you hope for? 

MR. GOODMAN: Well, on international 
monetary funds cee experts who come from Harvard, 
and they happen to be our teachers, are inclined 
FoLrsay,.: Yow nasty Canadians, yollvare beggaring 
your neighbours with this", but our own thinking 
on this Ome have to go upon a fixed exchange 
fave, chat thiszis dirstporeall fairs and.tnter- 
national. We ask for a certain amount of time to 
iron out a domestic economy. Whether the Govern- 
ment has just been smoothing out day to day affairs 
or whether it could not have been manipulating a 
little bit, is a matter every international investor 
is going to decide on his own. To our mind, once 
people begin to think you are manipulating the 
exchange rate, Whether you are doing it or not but 
if people think you are, you run the terrible risk 
of this crisis of confidence, as we try to RS ee 
because this has been one of the reasons we feel 


this problem of the balance of payments is one that 
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| we will be facing very shortly. 
2 Now, if we peg our exchange rate at a 
3 prope international figure, one that accurately 
“ reflects the buying power of the Canadian economy, 
2 it is neither over-valued nor under-valued with 
6 respect to other countries, we provide an economically 
7 most efficient method of making an economic choice 
by 
8 both by foreign investors and/domestic investors. 
9] . Tn sum and substance, we came to the 
10 conclusion that the exchange rate should be fixed 
11 and will have to be Piptea me 
LZ | : C OMMISS LONER BROWN: Leaving aside all 
13 the background that you might produce and the 
14 test ‘of it, what do you think from the purely 
is Canadian point of view? 
16 | MR. CONWAY: The thing that concerned us 
17, from the Canadian point of view is that at the pre- 
18 sent cime we have accomplished an excellent ob- 
19 jective in our export-import balance in bringing 
20 the rate down, but the trends of the past 
BAI particuliariy the last‘Live’ or ‘six years ‘of Toreten 
Pie) investment in Canada, the increase in payment of 
20 dividends and interest and shares, money flows into 
24 the country, have very nicely worked out to our 
25 advantage in that we have not had undue pressure on 
26 Canada, that the short term money flows have come 
2y along just at the very time that we have needed by 
28 incveased payment of dividends. We are most con- 
29 cerned that this convenient balance may not con- 
es 1 30 | ac ue. 
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The American government - and we cannot 
ignore the American government unfortunately because 
it has such a great effect - has announced the in- 
tention in a particular area of what they intend to 
do, having gone to the extent that both the President 
and Mr. Dillon have specifically introduced a measure 
they say is aimed only at Canada. In other words, 
they are. claiming all the calls» of the. short, term 
money into the country, and are entering in two 
measures, have entered in and are really proposing 
changes which we understand have every likelihood 
of getting passed, if nothing else gets passed, and 
these measures will have. terrific.effect. on the 
Canadian economy, in that they are going to go 
fora figure upon a balance of payments. 

Now, if we have this risk threatening 
us, then the question is how we are going to pre- 
pare for ven We feel there are two things. One, 
we now have a fluctuating exchange rate being 
supported with our exchange fund which has come 
down from over $2 billion to about $1.7 billion. 
THiS weed OwereaLinic.. That exchange fund, to 
SUppOTL a.tluctuating wate, lf .ilt.takes.auwsudden 
drop, even a more sudden drop down towards more to 
the $1 billion, is going to create, could very 
well create a lack of confidence, create lack of 
‘confidence in the Canadian dollar and tle Canadian 
investment picture. 

So what we are now about in the floating 


exchange rate, which has been maintained at this 
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point, if there is a drastic outflow and there 
are problems maintaining that, our reserves go 
down and we are faced with lack of confidence. 
It may be better to settle the problem of the ex- 
change rate, whether floating or fixed, before we 
have the situation forced upon us. 

Second sight in our specific recommenda- 
tions.of this. kind, are that: if we. know.we are 
going to be faced with this we just cannot expect 
this present rate to continue that we have had to 
Gate. .If we know short term funds are not going 
to at least increase as at the present time, it 
can be said that short term funds in which Canadian 
interest rates are mentioned, we are not going to 
get more short term money and we are liable to 
lose What we have. 

Long term investments we have already 
discussed. Interest and dividends have been falling 
in the last couple of years, about three anda half 
per cent to the invstment in Canada. . This is a 
very low yield to the person who is investing in 
the country. ONce he decides to pull out more of 
his earnings the figures can increase substantially. 
Last year we went up $100 million, 1960-61. So we 
are looking at our interest and dividends increasing, 
our direct long term investments being reduced, and 
our short term money Sten has balanced the books 
has been cut off by American direct legislation, 
and we are back to: What do we do? 


We think first of the exchange rate. 
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1 Second, there should be some endeavour on the part 
2 of Canadian authorities to have the Metirete 

3 postpone some of their measures. After all, we are 
= not exactly causing the American palance of pay- 

5 ments problem. In fact we are contributing to 

6 their stabilization for the balance bf payments. 

7 We see very little reason why there should be 

8 dirvecs American government action when we have to 


9 solve our own problem. We feel pressure ‘should be 


12) Thirdly, we felt that the government as 


trying to get the economy going 
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the investor wants to leavehis money here, 
15 is. going to have to be prepared to get into the 

16 long texm money market to balance short berm 

iy oubfilows of capital. The American market is 

18 discouraged from looking to our side and is 

19 encouraged again to look’ south of the border. 


fee] an area we 
cllowing in the United States rather 
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20 * We/should be 


21 _- than forsing the exchange rate figures and the 


oe attendant. problems to our local economy, and 


23 that they should be quite prepared to move their 
this Pield, so that we do not have 

25 a bie reduation which creates a confidence crisis. 
26 We have pus this on a very, very bigh priority. 


27 THR CHATRMAN: Any further questions? 
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1 --- Addition to summary read by Mr. Goodman. 
2 This is not to say that we disapprove 
3 of deficit financing under appropriate circum- 
4 stances, 
5 | But our submission, while perhaps far- 
6 ranging, is still far from the entire programme 
7 we would prescribe to deal with the woes of the 
8 ceo this time. 
9 Since our submission is limited, however, 
10 and since deficit financing is a separate issue, 
11/: We suggest a programme with balanced revenues 
pall and expenditures, 
13 || Similarly the adjustments we suggest 
14 for the tax structure are only some of many 
15| proposals we would make were this Royal Commission 
16 attempting a comprehensive review of taxation. 
17 We feel our proposals would be a sound 
18 part of any programme. to cure the ailing economy, 
19 bub we emphasize that many more measures are 
20 eoauieed 
21 Urgensy is a basic tenet of this submission. 
22 We are concerned with the Canadian economy, which, 
23 in the final analysis, must be the prime concern 
24 of this Royal Commission, and we are particularly 
25 concerned with the tone of recent official assess-_ 
26 ments of the economy. 
27 | This is a tone of complacency, a tone 
28 of satisfaction that we do not believe is substan- 
29 tilated- by the actual performance of the economy. 
30 Lt is tracia, tor: instance; to accept’ as 
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fact that to have stable prices in Canada means 
600,000 people unemployed. 

itn isairresponsibie, to, profess: satis- 
faction with recent growth when in effect it has 
been stagnation. | 

[t.1s ludicruous,to point with pride 
at our balance of payments when legislative action 
in other countries threatens to cut off the 


foreign investment which in effect finances our 


petangard) of -iiving... Snouldthisainvestmens, be 


redirected, we would have to take drastic steps 
GO balance our international accounts. . This in 
turn would be a. stern. constraint .against measures 
that would be necessary to revitalize the danestic 
economy. 

We have had exceptionally good fortune 
in our balance of payments. Higher interest rates 
combined with tax advantages resulted in a 
sharp ,inerease of U.S funds: to, Canada. For 
example, by May, 1961, $3,100 million was deposited 


with Canadian banks in New York, of which $700 


million had been brought to Canada. 


Last January, U.S. banks were allowed to 
increase to competitive interest rates, This is 
stopping the flow to Canada and may cause a reverse 
flow. 

By the end of this year or the beginning 
of Mexkt «2 <evision, of. U.S. tax lawsis expected: which 


Will adversely affect the attraction of investing in 
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These changes are likely to be: 

I. A change in the foreign tax credit 
provisions to remove the incentive to U.S parent 
companies to move short-term funds into Canada. 

‘a. A proposal to include foreign real 
estate holdings in the valuation of U.S. estates 
for tax purposes. At present foreign real estate 
holdings are not taxed, and considerable U.S. 
funds have been invested in Canadian real estate. 

SyVACOreposa Peco NuULLity the tax ade 
vantage of investing in Canadian non-resident 
owned investment corporations. There are at 
least 10 such corporations with about $300 million 
invested™-in Canada™ 

Meantime there has been a steady upwards 
trend in net dividends and interest out of Canada. 
Thee Mise com pssie mil lienwin 1986. to-$407 


million in°1960 and then jumped sharply to $575 


million in 1961. This represents a yield of only 


three and a half per cent on more than $25,000 miditon 
of foreign investment in Canada. “The yield is less 
for equities since bond rates AavaNneee higher. 

It would be folly to believe that mot 
investors will not soon withdraw a higher yield. 
The tax advantages will be gone. Our economy is 
in: danger of losing its attraction compared tO 
such dynamic areas as western Europe. President 
Kennedy is determined to use every weapon to balance 
U.S international payments, and the record of the 


past week indicates the forcefulness of the 
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President's ;widi. 

We are now getting what amounts to a 
free ride -- covering outflow with foreign in- 
vestment -- but we should not be decided by a 
current balance. 

We must be prepared for the inevitable 
Loss 4.0L this Short-term crutch. If we are not 
able to meet an outflow of dividends and interest, 
a confidence crisis will result and.there. will be 
aout pou rings.of. principad ; 

We believe these problems need immediate 


consideration and action. This: Roval commission 


should provide the guidelines for government 


action and leadership. 
in the more limited areas touched on in 


detalii by this submission, we begin by examining 
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SUBMISSION BY MR. FRANK O'HEARN 


THE CHAIRMAN: The meeting will resume. 
Mr... O'Hearn. 

MR. O'HEARN: Mr. Chairman, and members 
OL sche Royal ‘Commission.; I. wish first of a11 to 
take this opportunity to thank you for taking in 
my brief and supplement and for giving me this 
ODPOrbUnLty, Offa public hearing.) must say 
that this is more than the House of Commons ee 
the Senate Committee on Banking and Commerce did 
for me, when LI submitted a similar brief before 
them back in 1954 when the bank Charter renewals 
Were under consideration by “Parliament. Ati that 
time -- 

THE CHAIRMAN: Mr. O'Hearn, you may 
read your brief, but we expect you to confine 
yourself OV Ole prief. Tia OWL Cement Se. 
and then there may be some questions. 

MR. O'HEARN: . I have in mind making 
some Sugzestions that might save you some -- 

THE ‘CHATRMAN: ~No,-we have all read 
VOUtibCLet, anduit«0ucWish) £o read: 1c.77ou may, 
Cha Ue i ene esuniMary. Of bine: bPLTer - 

MR. O'HEARN: Just the short summary? 

tHE CHAIRMAN: Yes, the first two pages. 
~~~ Mr OsHearn. read) the first two. pages of his 
brief. 

THE CHAIRMAN: Thank you, Mr. O'Hearn. 


Any questions? If’there are no questions, thank 
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Vou-veryemuch, Mr 
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SUBMISSOON OF THE COMMUNIST PARTY 


OF CANADA 


APPEARANCES 


Mr. Le Morris 
Misc ksi Gtawke 
Mro NegnClarke 


@mmOOmm oom emo 


--~ Mrs. Clarke reads summary. 

THE CHAIRMAN: Are there any questions? 
Apparently there are no questions. We have all | 
read your brief thoroughly and appreciate very much 
having you submit it. 


MRS. CLARKE; Thank you. 
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SUBMISSION OF MR. A.H. CAMERON 


MReCAMERON: Mr. Chairman, this is rather 
a long brief, and it has been in your hands and I don't 
propose to read it. 

THE CHAIRMANs Have you a summary? 

MR. CAMERON: Yess there is a summary at 
the’ beginning. “If you wish, I ‘shall’ read its 

THE CHAIRMAN: That is under "General 
setae and Recommendations"? 

MRo CAMERON: eee 

THE -CHATRMAN*> Ti dotnov think) 10 %2s 
necessary for you to read the whole of that. We have 
all: read this. .If you wish to make certain general 


comments and leave the way open for questions, if 
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‘MA. ‘CAMBRON! Very cood,-sir 

THE CHAIRMAN: Whichever you prefer. 

MR. CAMERON:. The gist of the general 
remarks and recommendations is that I think the 
financial system is suffering from a bit of a 
malaise which is developing certain cracks. The 
root cause of this is probably what people have 
done to money over the last three generations and 
the suggestions which I would make are not going 
GO solve this problem; they are merely suggested 
COrrectelonss nce machinery in the central bank 
area, in the finance department and in the opera- 
tions of the capital markets which might make the 
system function a little better in the conditions 
under-swhien. We Live, 

-olnce you gentlemen .have'’read the brief 
and the suggestions contained therein I would not 
wish to take up your time by reading it any further 
and will await any questions that you might have. 

| COMMISSIONER MACKINTOSH:  -I have some 
questions, Mr. Cameron, on your interesting brief. 
You have some proposals concerning the Bank of 
Canads eandiparticulariy thhed boardon Tit recall you 
suggest quite a small board sitting perhaps two 
or. more days a week. I was wondering if this was 
not getting near substituting a committee for the 
governor of the bank. I was a little uncertain 
as to whether this was a board or a day to day 
management committee. Would you care to comment on 
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1 MR. CAMERON: Possibly it would turn out 
2 to be closer to a management committee such as the 
3 Bank of England has, sir. 
4| COMMISSIONER MACKINTOSH: Are you 
5 thinking of the Treasury Committee of the Bank 
6 of England? 
fi MR. CAMERON: Well, there are four full 
8 time directors -- 
9] COMMISSIONER MACKINTOSH: They are 
10 executive directors, 
11 MRAvDCAMBRONes Yes,7 sirierThere aren ]2 
12 part-time directors who are around the bank at 
13 least once a week and sometimes more often. Quite 
14 a few of them are people with banking experience. 
iS t think at the time of the Radcliffe Report three 
16 of them were members of merchant banks, one was 
ks the head of a small clearing bank, one was the 
18 head of. a bank doing business abroad, mainly in 
19 South America, most of the other seven represented 
20 industry, ans Utter ae trade and shipping and 
21 ee unions. 
Le What I had in mind was that Ottawa is 
23 fairly convenient to Toronto and Montreal and it 
24 might be possible to have as directors of the bank 
25 and available two days a week people of a 
26 financial or academic background who could advise 
27 the governor as to what was going on in-the 
28 financial community as well as what they thought 
29 ought to be done under any given set of circumstances. 
30 They would assist the governor if he had some points 
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1 that he wished to make to the government and at the 
2 same mine if the governor got off on the wrong foot 
3 with some idea they might be able to be a brake on 
4 him. 

5 COMMISSIONER MACKINTOSH: You would, I 

6 take it, abandon the regional representatives, 

7 would you? 

8 MR. CAMERON: Yes, sir, I feel that the 
9 meetings of the board have been rather infrequent 
10 and that -- I don't know because I have never been 
11 to a bank board meeting but I understand that 

12 quite often the proceedings consisted of the 

13 governor perhaps advising the board rather than 

14 the other way. around, as to his view of the 

15 economy and therefore that the regional repre- 

16 Sertatives perhaps did not contribute very much 

17 to the operation of the bank other than to provide 
18 a facade for the government. 

19 COMMISSIONER GIBSON: Do you see these 
20 new directors that you speak of as active 

21 directors spending a couple of days a week but 

22) not full time; in other words, they would not be 
23. . executive directors, they would not have a particular 
24 share of responsibility? 

25 MRseCAMER ONe Ve No5d sirg iin would 2otk’ at 
26 them as being not full time employees but rather 
27 elder statesmen. 

28 | COMMISSIONER GIBSON: Available on an 

29 advisory capacity at a policy level? 

30 MR. CAMERON: Completely advisory but at 
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the policy level and also as sources of information. 
COMMISSIONER BROWN: Would these be people 
who had retired from other organizations? 
MR. CAMERON: Not necessarily, sir. The 
Bank of England manages to justify using bys the 
time directors who are still active in a merchant 
bank, in one case, in another case in a clearing 
yank, in another case a foreign bank. . We had as 
executive directors in the Bank of Canada an in- 
stance of a general manager of a life insurance 
company .wno is: not retired. In the case of the 


Nederlansche Bank they have two directors who 


teach in the school of economics two days a week. 


I do not have in mind quite the counterpart of 
the Federal Reserve Board where the members are 
full-time. 

COMMISSIONER BROWN: No question about 
any conflict. of interest: at all? 

MR. CAMERON: The English had a committee 
of inguiry after a change in the bank rate some 
years ago to seé whether there had been a conflict 
of interest in the Pose an of some of the directors 
vis-a-vis their own institutions when they wer 
made privy to the knowledge that the bank was going 
to-change the bank rate’ and Io think. it is: fair to 
say that tne directors were exonerated. I think 
you would-be able to find people of equal integrity 
in- this country. 

COMMISSIONER MACKINTOSH: You would not 
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1 with some regional representation and an executive 
2| committee of the sort you suggest meeting much 
3 more frequently plus perhaps some executive 
4, directors who in the case of the Bank of England 
5 ce officials of the bank? 
6 MR. CAMERON: Well, that might solve 
7 tHe. WLroblems! Site. Lowest ly.d.elb. thatthe wes 
8 sent board were rather remote from the ee ns 
9 of the aueie and that the bank would benefit by 
10 having some structure of advisors whether you 
11 Wan COiCadd  ttoeaeboard tor. as court or executive 
12 directors, 
13 COMMISSIONER GIBSON: You are not 
14 proposing to reduce the executive power or the 
15 power of decision of the governor, you want to 
16 give him more. continuous advice, is that a correct 
17 statement? 
18 MR. CAMERON: I think that is how I 
19: would prefer it, sir. 
20 COMMISSIONER BROWN: How do you visualize 
21 Eee tone o between this board and the govern- 
29 ment in the week to week operation of the bank? 
23 ‘te MR CAMERON: - 1T do not suppose it would 
24 differ very much from the present executive 
25 Committee in the government except that having 
26 | more people who are not government employees full- 
97 || time on the board they might be able to speak a 
28 littie more forcefully if circumstances so required: 
29 COMMISSTONER .LEMAN:; Mr. Cameron, in 
30 answer to Mr.Glbson's question I believe you said 
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you did not want to reduce the authority of the 


.governor but provide him with more advice. 


Nevertheless, reading your brief I got the 


impression that you would like to reduce consider- 
ably the area of decision of the governor. For 
instance, you say let us have the department of 
finance outside the whole area make the whole 

set of decisions in the area of debt financing. 
Therefore, you would take that away from the 
Zovernor? 

NR. ECAMERON: OP Yes, (DPRtHiL AK, Lomeokidtbe 
hived off as a responsibility of the finance de- 
partment and certain other things which may have 
been done without legal authorization im the past 
snould be either legalized or prohibited. 

COMMISSTONER LEMAN: Therefore, shouldn't 
We gather that on the whole you would like to 
reduce tne overall authority of the governor? 

MRie CAMERON: Or legalize. it in areas 
where it has been used in the past without specific 
legal authority. But this would not have a bearing 
on the presence of extra directors reducing the 
governor's power, 

THE .CHALTRMAN : You. ares of the* opinion 
that the functions that have been performed by the 
governors: should be legalized. Do you think they 
should. be legalized or do you think he should be 
shorn of those functions that he has been per- 
forming according to what you suggest without legal 


auphority? 
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MR. CAERON: I think this is a matter 
in some cases, sir, when they should be legalized 
and in other cases that they should perhaps be 


prohibited but in any event that the area for the 


use of moral suasion should be reduced, 


COMMISSIONER MACKINTOSH: Upon another 


point that you raised-here, the responsibility of 


_ the bank to the government, you suggest that this 


Should be specified in the statute? Have you any 
judgment as to whether the terms of the British 
Act would be adequate or do you wish some further 
enactment? 

MR. CAMERON: I think the British Act 
does specify enough that there would be no likeli- 
nood of misunderstanding arising in the public's 
mind as co \what-dis the ‘policy of. the Bank of 
England».or that of the government. In.fact, one 
of the chancellors went so far as to refer ne 
bank as: "my creature", 

COMMISSIONER MACKINTOSH: You would 
agree that there should, however, be some residuary 
independence of the bank? 

MR. CAMERON: That ue correct). 

COMMISSIONER MACKINTOSH: This is one of 
the cases where you have to try and accommodate 
two incompatible situations. There must be both 
responsibility but also independence of view if 
that is to be achieved. It cannot be logical but 
Piiipretencnce it can? 
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Terente, Ontaric 
another way, as I have said in the brief, you 
should never have a situation where a Minister of 
Finance can play Pontius Pilate ane says) UPhe™S 
bank is not my creature, I am not responsible for 
it, we accept no responsibility." 

COMMISSIONER BROWN: In cases of 
dissidence in policy, there would be a presumption 
that the government policy should prevail? 

MR. CAMERON: Vestine zen 

COMMISSTONER BROWN: The question arises 
Should this be done by way of public directive 
So that everyone knows there has been disagree- 
ment and what has been the decision? 

MR. CAMERON: * I think Mr. Towers was” of 
the opinion that if there was disagreement which 
could not be resolved by private conversation 
that the governor ought to resign. Possibly there 
is somethings to be said for having this direction 
Wielded privately rather than publicly. 

COMMISSIONER GIBSON: If you cannot state 
it privately then the government would presumably 
give a directive to central bank and the governor, 
if-hevdisagréeed;. “would vesicn "at" that point’? 

MR CAMERON? ‘Yes; “but-thereWare provisions 
in the statutes of five or six different Commonwealth 
central ae that lay down rather alternative pro- 
cedure if there is a disagreement but I do not re- 
call specifically that the orders have to be issued 
publicly. 


COMMISSIONER BROWN: This is one. of the 
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Terente, Ontaric 
Lmponrvant’e points, dithink, rdissdit mot? There is 
no longer an automatic control of monetary in- 
flation and I would just like to get your opinion 
of the extent to which it is necessary that the 
public be informed if the government is using the 
central bank to further political ends rather than 
economic. 

MR. CAMERON: If the governor went along | 
with Lt I guess you would still have to rely on 
somebody interpreting the sense. If the governor 
did not go along with it his resignation would be 
as Mr, Towers OnCetDut Mie A meday teh tik 

COMMISSIONER LEMAN: I can understand 
this is the real object.) There’ is here: a further 
step. When Mr. Towers made his Statement there 
was no provision for a government directive. He 
simply said on disagreement the governor should 
wesien. Vif you are going to provide: for:'a Girector- 
ate then Ido not: think you should-assume that 
being mee a directive by the government the 
governor should then automatically resign. There 
is,;not much use issuing a. directive if that ts the 
only result of it, I would assume the governor 
would consider whether he could in integrity carry 
out the directive and if he could not he would 
resign. But the degree of: absolute approval in 
these areas is often not very high and I can con- 
ceive of many circumstances in which the governor 
having argued against the: directive could, in good 


faith, carry it out when the government had made 


a x Sungai as 15 
rf ened v oe we. oe ae 


ae ; iY oe Ni peng mM z > ae ; " 
a ; ‘ ee ng! iy, #39) ee oF; fare a Cs 7: TUE ie A" aly ate iP upr as 
rat) SAL ot Ua Cee a Law Ae. % ol PSS Aenea) Am Rl Fakek Sp Dake oT Fete? ey ad 
; x 4 ; q 


as Pe ee A art naa, pa een 4 os ay rc RY I as th en at i The igs) > 
ey UES Live sar eS a nS ee Der AE OS a? Be Ma ee ee ee oe 2 irl ee ey 
i ! 
ry 3 e . r < : 4. ee ~* Ba eye lyr 
: Me i ‘ $ 
a the x " oy “ red eat a j Pw pw i i rad 
LY - . ve ‘ i f 
7h f ‘ ‘ + és i ‘ a a ‘ ‘ Ge 
ROA i ea wa? Pa talae ie Gs ) at ad 4 
- 
i | on Wiantiake tee v9 é 4 i 
4% ‘ » ; whee eae WX AN Me 4. Py a +e ig * 
i 
uy 
j 2 
f , Wie 
S ~ el oe Py ih ay ey ay ie a FW ee oe ee. eS ee yap beg th Bs ti 
ek wall oF) i o> MP meet WY Ot PN NE, Pde A ae wae xy FAP | a“ 
i i 
ay ‘ ; We Rina i 


~~ ss wih yee pay a teh Wie Vit tie a ee od = ih Bs ELAS) bliey od vai 


Sh Mra t-\s 7 gam abe a ols wa cle eed ens ey 7 eae Bl Co Ped Ps cca 
‘ te as eae 


ike sk be af IN oe aes See a fais Nerd ail te oe ee Re 
oii ie, g NOH) kad el ece Re fies sh De i Ws le 2 PE a Gist! CEP eae, Mvtao ae, et CHEE, 


a 


tC? ned: 1 bp 


wn i r ays i bau ay { 


od - ire 


aoe Bal oi 


 Nethercut & Young 1394 


Terente, Ontaric 

1 the decision. In other circumstances he would not. 
2 But just the issue of a directive which had the 

3 automatic result of the governor resigning it 

4 seems to me would shorten the process. 

5 in this connection, Mr. Cameron, you 

6 suggest that the Act itself should specify the 

7 governor's tenure of suspension and grounds for 

8 removal. What did you have in mind there? What 

9 kind of grounds for removal did you. have in mind? 
10 MR. CAMERON: The present act, as I read 
11 it, Sir, does*not.specifyvany. 

12 COMMISSIONER LEMAN: Then you would start 
FS with gross misconduct perhaps. But how far would 
fie y.0U. 20? Tt you imagine this mechanism you have 

15 Pea ece othe about the resignation of the 

16 governor under certain. circumstances, is that. whats 
17 f you He in mind by the expression "grounds for 
18. removal"? 

19 MR CAMERONS. Olnawuis COPrectin Sir, .buc 
20 I think it would be in the public interest if we 
21 were able to avoid a repetition of recent events. 
22 LI am: sure that if the government felt that it no 
23 oe had confidence in the president of the 

24 | Canadian National Railways that a method would be 
25 advanced to .abrogate his contract without a full 
26 debate in Parliament and the committee of the 

27 Senate holding a hearing. 
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COMMISSIONER LEMAN: Could you be fairly 


specific on what you would suggest as grounds for 


removal to be stated in the law? 


MR. CAMERON: I would eae loss of confidence 
by the Governor in Council would be sufficient grounds. 

COMMISSIONER LEMAN; Isn't that pretty close 
to saying the Governor's tenure is subject to pleasure? 

,MRo CAMERON: ‘That is practically the same | 
thing. 

COMMISSIONER BROWN: This would be done 
Without; anyypublicsdyscussions ? 

MR. -CAMERON?:. I ae would be some 
public discussion. 

| COMMISSIONER BROWN® You say you wish this 

done without any discussion in Parliament or the 
Senate: Where would there be public discussion? 

MR. CAMERON: There would be questions 
raised and some sort of debate, no doubt, but perhaps 
itsisetoo much to.hope’ for,’ butulecdon!tithink we 
shoudd be treated to another 1961. | 

COMMISSIONER GIBSON: Going back to what 
Dr. Mackintosh said; it seems .to me you are almost 
suggesting that if the government were to issue a 
directive the Governor would have to resign because 
this would indicate there was disagreement. Isn't 
the degree of disagreement important in this? I 
think we are all feeling around on this Bove eerie 
point. 

MR. CAMERON: I would assume that if the 
Goverrior resigned he would issue a statement on the 
aréa of disagreement which would elicit one from 


the Cabinet =- the Minister of Finance. 
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1 

2 

3 COMMISSIONER GIBSON: But suppose a directive 

4\| were given to the Central Bank to the effect they 

5 were to carry out such and such a policy; sucha 

6 directive would not be given unless there had been 
private disagreement earlier, and it would surely 

: ' depend on how important the matter was and how great 

: the degree of disagreement as to whether or not the 

a government would want the Governor's resignation, or 

10 whether he should give it, wouldtt it? 

il MR. CAMERON: I would think so. 

12 COMMISSIONER GIBSON: We are interested, I 

13 think, in getting your ideas of when you get a 

eh sufficient degree of difference that the Governor 
should resign. If he has to resign whenever there 

° is a slight disagreements; then he has very little 

: independence. On the other hands if he can stay 

17 in power regardless of the degree of disagreement 

18 perhaps he has too much independence. Could you 

19 enlighten us as to the area in between here? 

a0) MR. CAMERON: Well, suppose it ene dis- 

ot agreement on the question of the government borrowing 
a substantial sum of money from the Central Bank which 

4 could be treated in terms of printing money on a 

e large scale: I would think a Governor who disagreed 

fe with this might be willing to make his disagreement 

25 privately known to the government, because he has got 

26 too much money or too little moneys and perhaps stay 

Dy. in office and reluctantly go along with the directive 

28 up to a point, and then might be willing to say to 

39 the government, "I have done enough. JI will go no 

5 further. You can fire mey* or, "I resign", whichever 
you like. 
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On minor matters perhaps the Governor may 
be willing to go along against his better judgment 
but would ask for a directive to keep his own skirts 
clean if there were results which he did not deem 
sufficierit to cause him to resign. Or, to put it 
another ways, he might feel he was doing more good 
staying on the job and acting as a brake on the 
government and making a public issue about the matter 
than being replaced by a more pliant creature, but 
by requiring a directive by the government he would 
be fastening responsibility on them, to the benefit 
of posterity if a year from now the government wanted 
to blame the Bank for the results of its policy. 

| COMMISSIONER GIBSON: And looking at it 
from the side of the government, suppose there were 
some disagreements, some directives about matters 
which were perhaps not of major importance, or perhaps 
not of major degree -= there could be a difference in 
degree as to the amount of expansion that ought to 
occur == and suppose the government did issue a 
few directives of this kind, and in ‘this’ way the 
Governor of the Central Bank made his eee oe clear 
in public, when would the government be able to ask 
him to submit his resignation? They might not like 
this process of issuing one bioe colt e after another. 

MRe CAMERON: I didn*t quite get the question. 

COMMISSIONER GIBSON: I am getting back to 
what is the position of the government if they are 
not happy with the conduct of the Governor of the 
Central Bank, and there are a number of smaller 
incidents rather than major ones on which directives 


are issued, and you say they should have the power to 
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1 
2 
6 replace the Governor under what circumstances -- or 
4 ask for. his resignation? 
5 MR. CAMERON : Lf they had lost confidence 
inehams 
6 
COMMISSIONER GIBSON: And it is just enough 
: to state they have lost comfidence in him? 
2 MR. CAMERON: JI think there is ie Of 
9 master and servant that still presumably s perhaps . 
10 the common law. 
11 ' COMMISSIONER MACKINTOSH: You are suggesting 
12 a very radical change. As far as I can recollect, 
13 nearly ail heads of central banks have a fixed term. 
Now, there are circumstances in which he may resign 
- or be removed, but some emphasis in the past has 
"3 been placed on this assurance of a fixed term. To 
a0 reduce a Governor of the Central Bank to holding © 
17 office during pleasure is a pretty radical step, 
18 and I would think probably obviates the need for 
19 any directives, whereas if you provide for directives 
20 you can probably leave the fixed term, subject, of 
a course, to removal for gross misconduct. What would 
you think: of that? 
22 
MR. GAMERON: Possibly that might be a 
4 better way, sir. In the United States I think on 
24 two occasions the President of the Federal Reserve 
2p Board == his term as Chairman had not expired and 
26 he submitted his resignation to the incoming President 
27 and was. promptiy reappointed. Wheaties he knew that 
Sel beforehand or not is another HSS oa There is a 
I discussion extant at the moment making the term 
is of the Chairman of the Board of Governors co-terminabl 
30 
with that of the President. 
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COMMISSIONER MACKINTOSH: That is another 
point not raised in your brief, but something that 
was raised in another submission: Do you think that 

would be a good system -- the term of the Governor's 
appointment should be like that? 

MR. CAMERON: I would hope not. 

COMMISSIONER MACKINTOSH: Would you feel 
that would undermine the independence of the Bank 
if he changed with a change in government? 

MR. CAMERON; I think it would Esai sige 
to-a complete political pawn. 

COMMISSIONER MACKINTOSH; Without going 
into them in detail, your general bias is toward 
fixing specifically in legislation the rules ‘under 
which the Bank may operate. That is simplifying it, 
brierry? 

| MR. CAMERON: Yes. 

COMMISSIONER MACKINTOSH: I have been 
bothered about this. Many things in the Federal 
Reserve Act are made-specific, partly for historical 
reasons and partly because the Federal Reserve is 
a creature of Congress and the Treasury is a creature 
of ‘the President; and: this*sets wp a ‘dine of tension 
which requires more detail. Is there any danger of 
losing the advantage which we have on occasion in 
this country, because we are a’ relatively small 
country, of leaving some degree of flexibility and 
room for agreement. Do you mean in the case of, says 
the cash ratio and liquid ratio, to reduce these fixed 
rates or leave the bank with a range in which it can 
operate? | 
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1 
2 
3 stated in the Act and there is procedure for 
4 changing it -- a certain range. As to liquidity 
5 ratios, banks always did maintain at some level, 

which I presume was dictated by their own prudence 
; as bankers, and perhaps to some degree by the actions 
/ of their competitors. I think if the Governor had 
8 a mechanism specified in thesActate: set.a.ratios 
9 a varying ratio, that this would be an improvement 
10 over the system under which you might get the bankers 
11 in a closed room and say, in effect, "You fellows 
12 Wil .do0 °asil say. ortd-wili raise your cash ratios 
eC on yous™ The effect of the rise in cash ratios, 

say to a level of 8 per cent, would be a very severe 
i Squeeze on the banks, and if a Governor ever did 
ie wish to dothe thing it would be, in my judgment a 
Be form of blackmail. I think it is better than it be 
17 in the Act. 
18 COMMISSIONER MACKINTOSH: What you mean is, 
19 _ you want power in a statute to fix this sort of ratio 
ifpit iis, desirable toy.fix it? 

MR. CAMERON: It is much better to have a 

: set of ground rules that everybody understands than 
= have them change when the Governor or the government 
. thinks they ought to be changede 
24 COMMISSIONER BROWN: A lot of this has been 
20 in the field of experimentation, in the field of 
26 monetary policy. 
07 MR. CAMERON: I think that is correct. 
is COMMISSIONER BROWN: What would you think of 

some sort of legislation so that if something was 
3 done in this way that was not specifically spelled out, 
a that it was areaseeys only for-a certain period.of time, 
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and then there had to be legislation backing it up? 
Because otherwise isn't the tendency to lose the ; 
flexibility we have for certain experimentation? 
MR. CAMERON: I think your suggestion that 
innovations be tried for a short period and then 
enacted into legislation has much to be said in its 
favour except for one thing, that it may result in 
the Bank Act getting reopened every year; and since 


the banks* charters, I believe, lapse under the Bank 


Act, you have the banks in a situation of not knowing 


where they stood between now and the next session 

of Parliament -- at least, they would know no further 
than that. And since the Bank Act is decennial you 
could not say very. well that this innovation should 
only last until the next division on the Bank Act. 

It may be nine years. 

COMMISSIONER BROWN: I think this could be 
done within certain clauses of the Bank Act. In other 
words, the whole Bank Act wuld not necessarily come 
into it. JI think there are ways of getting around it 
if the idea were cogent, because the same arises 
under the present systems that unless you have room 
POP flexibility you develop certain, rigidities that 
are locked in for a ten-year period. 

MRe CAMERON; I think on the subject of 
secondary reserve ratios they. ought to be able to 
devise a range which the government could change 
on notice of ones two or shinee months to cover any 
exigencies, and if the range were found to be somewhat 


on the’ low side because of, shall we say, a sharp 
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looking at a situation which would require a rise 

in cash reserve ratio, and between the two you could 
deal with almost anything ‘that: might turn up. I 
particularly would like to avoid some degree of 
flexibility where in an emergency it could be used 
at the discretion of the Governor, to change the 
banking system every. year or every few months as 
they get some new idea they would like to try out. 

COMMISSIONER BROWN: You would have to have 
agreement, would?t you? 

COMMISSIONER MacKEEN: If everything were 
fixed by statute, would't there be too great a degree 
@ rigidity due to conditions that may arise from 
time to time where the Governor or the government 
directives may be required to exercise more discretion? 

MR. CAMERONS I think the cash ratios that 
you presently have -- the Governor has the power to 


raise them on notice, and if the ratio was raised 


from 8 per cent to 9 per cent, this would require 


banks to deposit something in the order of another 
150 million. With an 8 per cent reserve ratio the 
present reserve serves as 4 basis for twelve times 
as much in the way of total footage in the banking 
system. With a 9 per cent reserve ratio, bearing 
an extra $150 million, you would be shrinking the 
banking system by around 1.3 billion. And you have 
tne right to go up to 12 per cent, which could put 
on all the credit squeeze that anybody would want. 
COMMISSIONER LEMAN: Except that a require- 
ment for a change in the percentage does not have to 
be necessarily sudden. The Bank Mahtid give a directive 


that the new cash ratio must be met within X months. 


" are 
bt Se - 


4 ‘ 
Tae 


4 
shy 
—— > 
rae 
a 4 Ridoeveiys li Mipeiienhank rage uf -# he et te den ne ie, 
ee i heh: Cee) Setar aera peal edu B a0 
atts _ ) f ti el aro 
o he 
" a wes maine? Pa nt Heys ee ehA in mnt bh t ty ‘Ny YT fev, alyo koe 
r ' Ve Tees es ee Ot Co BS ye pe at lay Wad, oo A ee WW D, ~ 
he ; ’ SitaLy 
iy : J 
* ry ‘ “ay 3 , 4, 
ret rest ad hiivoo Jf temesieme 79, th evedy ww ittdexe Ct 
‘4 f ; * an 
; . ; : 
a 4 nF sit ie Pearse te a 38 
&} re by r ‘ies et 0 ri 1 uy t et ; Tk 7 ry FOR VJ ‘onpa th ods 
eee ny, 
ee: HOt eR ora "io “ERO, VISVe MaTeve 
T 7 has : 
P b, ‘ais 
he | sou wer Od ome AS ONS BOL WET  Bimoe 
" j { 
oe ’ 
va 5 o 4 at rte gree rary? oT 
‘ t i } ; C$c% ou Re ‘ e i % *1 hal Me ¥ a L , HY Le zi Hy ) oe he MN Mik) 4) H 
ze ; © " > b 
| { wae ae ee quit 
iu ; ; 
be be) 'F 4 ab Beate: ott wher iit or MMOL ea ind Mies ‘By 
, ¥ iy ‘ .% , { ae F " FueAl ro ae 225 DNF ute Gai 4 M Lf Lt ee j ble {ih a aay 
i f ban 
‘ | 4 7 x ‘ aa a,” a? ' 
: tm Gad? ge cep SOW «sti tate va Dexor dig 
z eeu vin 
Hy ' , Le ‘4 " ; A La | 
: 4 ae a v > re qe “PP ly Pe F 
i i f ay os i 7 caf Vhs a7t) Sp % a) ( Rites i 2 ] 
i of oy it 
if open eet hemex as ry “203 rth : Cys & f we 1 4 a amt ie iy ao 
\ ; Vi 
F ; F 
CaReul: came ee wees ad Yea 2 Ios ath 
a ‘ ‘ ‘ Ne wy oe i ny Crys 
; fi he Saar, a Hs ay Wea Wh S bahed ace ead ds Baar ee a 4 
af ! u 
mf { ne youn f per THerevo ae” TO WY Lire BSG HONE: Nay 
| tos a ihe . ‘ : . Ds 4 4 i Ph og) | 
| ; , ae 7 ah 
i i a ot LC Cie ant one my aie ia. tyes! 
deb PW eine | oh Vi.) Res gt. Oo Mend setes 
; ; ; ‘ 
z : . ‘ a) oe yh ee a px oi yes eS wy tied tale ay be ’ 
i I B doo be Ste bd % Mg: ’ eS | ved ad t) , Mp ns 2 ‘ "Tt % sf AP morvt , 
‘ Tah 
Did Pak. 
1 om af \ inate dial athe lik Ahh AL ore > }* _ sd all i 
Palle Oo ent af satdtenog Jieogabh o¢ sent bie 
} 4 
ia 
WRF io iu § rr a ; iy Te | ngs Y wit Dh sha L Sin Oe re hae 
tk We aa on rs Oem oYytns eer | ita mine 
mv Diiike Kee pit Va > Ca T , OV ALvge 4 wl hase " 
" © 's - ) wg ¥ f . 
ett ‘tt emadoot,Lstod to yew edd at doum es 
t : : t 
Faye R rae ’ ; ae 
Oconee, Sv .e ae | TB Gis re) . 4 {3 EW +f teve / 
‘ : iy 
bene rds a: Je ay th i ryan re Lo) 4; 
faiths 8o BLoOw Oy hot Rie sy OeLle STIS OS 
er ie a ‘ r | - ‘ 
; ‘Li Lid Eel i bage a vG a rays ast cblned 
' win, ware OOO + Ot) % t oft il 
na) ¥ ) ¢* ee. oe m: . Y oe QD: Gi Ae? Og IAQ + ua rr 
af : ih 
5 one “* al ui 4 my - d Pp ahi y 
is Ym YOO 3 SHRI Sleayos SLD bets) eng. fs. a | ey it toe 
pe ae 7 Aen 
‘ ; 
Pr ae i" Ua torr Tt | sas der coe Ort WAV: | 
24a be eo a Sasialaani Rp hak! ‘ ae | ve 4) 6.1 : 


Of webby 


‘ud hades 
f panaila. 2 ast, eg 


sanaaes7e odd ri 


is 
hk ue 1 a 


; es 


» eq ft 
one 


29 


30 


Nethercut “G Young 1403 


Teronte » Ontario 


MR. CAMERON: Well, the actual rise can only 
be done on a certain period of notice. 

COMMISSIONER LEMAN: I thought you were 
describing how violent the effect of, Says a percentage 
change could be on the system. I agree it would be 
very violent if it was done over too short a period.:%) 

MR. CAMERON: I was saying in reply to 
Mr. MacKeen that facilities existed. foriprior notice: 
to deal with the banking system in a way which would 
look after exigencies -- there is a Pigs adic yi, but 
iGvsulil: has tots of room inv it. 

COMMISSIONER GIBSON: Take the situation, 
iP Diniktt wWasitate vin’ 1055, cwien. there wake very 
acute increase of loans with some considerable fear 
of inflation. At that time it was not an increase 
in the cash reserve requirement, but there was an 
understanding with regard to bank loans -- an 
effort in an informal way to put a Cel lingsoni them: 
and there ae also an understanding through large 
loans for capital purposes -- I am not sure I have 
got the date just right, but you know the time ae 
am. talking about -- and these methods worked for 
the time being, as temporary measures, not too badly. 
there may have been better ways of doing’ it; butvac 
the time and under the circumstances the Central 
Bank thought this was as good a way of coping with 
the situation as any, and the chartered banks went 
along with it. I would not suggest for a minute 
they were forced into going eee ite There 
waS a real problem. Would you say that sort of thing 
should not have been done, and the Bank of Canada 


should just have relied on its legal power to increas 
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the cash reserve percentage? 

MR. CAMERON: No, aan! I think the Central 
Bank should have the power. 

COMMISSIONER GIBSON: But how do you outline 
a power ts put ceilings on banks loans? This is a 
very extreme power, and this was an otal agreement. 
Would you want to put that kind of thing in legislation 

MR. CAMERON: JI think the liquidy asset : 
ratio variation would have had the same effect if it 
were embodied in the legislation. 

COMMISSIONER GIBSON: That came a bit later, 
yes. That was also one of these informal agreements 
am much less of an emergency situation. 

COMMISSIONER MACKINTOSH: This reflects on 
the point I was raising: It, aie to me you have to 
have many specific rules if you are déaling with 
something like 1100 banks in the United States, and 
there ought to be a smoother way of dealing with it 
when you are dealing with a very few banks in Canada: 
that you do not need as many -- I don't disagree 
with the contention that there should be statutory 
Se or ae for this, but it seems to me if you are 
dealing with only a few banks -- and I forget how 


many there are at present -= there should be methods 


“of agreement and common acceptance of ideas which 


really works better than highly specific statutory 
direction as against mere authorizing action. 

COMMISSIONER BROWN* To carry on that, it 
could be said that if you did authorize it by statute 
you would have to, by statute, give the Central Bank 
more authority than it has now. 


MR.. CAMERON: JI think perhaps its authority 
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has been rather limited, sir, if it chose to exercise 
La by suasion. If you get the banks to agree to 

a number of things which Parliament might not wish 

to embody in lerislation.-=— 

_ COMMISSIONER BROWN? The banks have the 
choice of saying no, and by that means it becomes a 
matter of piblic debate. the banks. are in a: position 
Of forcing a. public aicuseey Be it if they had so wished. 

MR. CAMERON: Maybe it is not a subject that 
the public would understand very well, and I would 
rather see Parliament confer power on the Bank of 
Canada than have the Governor exercise power by 
the threat expressly implied that he might use other 
powers he did have conferred on him Legally if the 
banks or anybody else did noe eons INGO. Lin @ 

COMMISSIONER GIBSON: It is this question 
of suasion: Are you against it altogether? 

MR.e CAMERON: I think the Pantral Rank, a6 
a very powerful institution, sir, and its exercise 
of suasion is therefore a Very powerinietorce.s <)1 
think it is rather dangerous to leave it in’ the 
discretion bu one mano 

COMMISSIONER GIBSON: Would you like to 
narrow that discretion by being more specific about 
what the powers of the Central’ Bank are in the Aeptyed ly 
of circumstances from time to time. 

MR. CAMERON: That is correct. 

COMMISSIONER GIBSON: Would you rule out 
the use of suasion in what appeared to be an emergency 
Olan wery Unusual situatzone 

MRe CAMERON: I dontt Suppose you can rule 


it out entirely, and if the situation were an 
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emergency obvious to everyone --- 

COMMISSIONER GIBSON: But this is seldom 
the case except in a ware Would you sgree the kind 
of situation we had in late 1955 was an emergency 
situation from a monetary credit point of view? 

MR. CAMERON: It was threatening to generate 
inflationary pressures, and I think some of us rather 
expected there may be a rise in cash reserve ratios. 

COMMISSIONER GIBSON; The sense of what you 
say seems to me to suggest that you wontt quite say 
that the Central Bank should not use its powers of 
persuasion from time to time. On the other hand; 
you like to have it regularized as early as possible, 
and they should not use some form of persuasion as 
a regular instrument of monetary policy year after 
year 5 is this a fair statement? 

MR. CAMERON: JI dontt lets they should 
bein a. pOSsibLon, to bring new directives or ideas 
on the banking system unless Parliament has specifically 
given them the power. For instances, I believe the 
Bank at one time took a dislike to loans made to 


finance companies and requested that a ceiling be 


SOUL One nents  Lvam NOL Gryane LO holdvany orien for 


the finance companies, but it may be someone else 
tomorrow -- some other segment of industry -- and I 
dor Gathink At.1s.t00 £000 tnatyone individual should 
be allowed to single out any specific area of the 
economy unless Parliament has given them the power. 
COMMISSIONER GIBSON: In other words, a 
lot hinges on what you would regard as an emergency 
SuGia On > 


MR. CAMERON: that is correct. 
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GOMMISSEONER. MACKINTOSH: .Are you not 


underestimating a little the power of the chartered 


banks, not exactly shrinking? 


MR. CAMERON: Well, zthink they have a 
certain amount of power, but their charters run 
until the next decennial revision. 

COMMISSIONER BROWN: You make two re- 
poner dae tonsa one with respect to the bank being 
directed. to replace bills or run them off at the 
weekly option, and you have another LG as 
that the bank again be obliged to arbitrarily set 
the bank rate. Are those two tied up together 
ateadia? 

MR. CAMERON: Yes, they are in a certain 
way. That is my understanding, that the Bank of 
Canada ee two bids, treasury bill option, one 
Por.bilisswhich .chey want.f.om portfiolio.,..and 
anocher.oné.as a. sort oly reserve. bid. in) case: the: 
een e not cover the tender. 

ihe ybankws: Lf Loiwantedico. coudd. bidea 
RiaLoud ousiy htlehsaprice,, midiciwlousiv Lowoyite la 
for the. bitbls, Lt .it wanted .iit, Lt.wished. co 
influence the average tender rate and hence bank 
Tate. Underethe.curverit rules my mivawe id. tix, the 
bank Vabe spOl Course ~ethis would won mathen to 
the same degree, 

In the United States the eee Reserve 
Board is allowed to replace bills which it has 
in portfolio and which are falling due, by buying 


bills at the option. It is also allowed to run them 
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1 off, but it is not permitted to increase its 
2 holding of bills over and above those which it is 
3 replacing, without going into the open market to 
4 do so. That particular aspect is “rather ‘a ‘tech- 
J nical one and does not exactly tie into the bank 
6 rate, except if you have bids both high and low, 
ff bid unduly high in price to regular bank rates. 
8 COMMISSIONER MACKINTOSH: I am not sure 
g of my ground here, ‘Is it not the fact that both 
10 incthe United Kingdom and the United ‘states ts 
i1 complements of this system is an informal arrange- 
12 ment that the market will take up the bills? 
13 MR. CAMERON: That is the case in the 
14 United States, I believe, sir, and in the United 
15 Kingdom, that the market collectively -- 
16 COMMISSIONER MACKINTOSH: Has this not 
17 grown up because, if I remember, Treasury bills 
18 only appeared about 1932 or thereabouts, and 
19 there has been a continual building up of the 
20 markets. Is it not’ a questicn whether the market 
21 ‘ls now sufficiently broad and deep baat SFOu eh 
22] get away from this direct intervention of the 
93. Bank: of Canada? T just don't know. 
24 MR, CAMERON: I think there was one 
ONS occasion in August 1959 when it is possible that 
26 there were not enough bids to cover the tender. 
Dik It is also possible that on that occasion the Bank 
28 of Canada did not even have the reserve bid to cover 
29 the annual bills because the Minister saw fit to 
30 Withdraw part of the offering, and he did not say 
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1 the tender was not covered but he allowed that the 
2 low bids in price and high bids in woeia were 
a ridiculous - in other words, that the Bank of 
“ Canada, if it did have a reserve bid, was also 
5 guilty of putting in-a ridiculous bid, which leads 
6 to the “cone lusion “that: perhaps “on this. occasion 
7 they did not have a reserve bid. 
8 Under those circumstances perhaps the 
9 market is. not big enough to be sure at all times 
10 there is a bid to cover the tender, but in ae 
11 situations Wiev vernievr ists: 
12 COMMITSS TONER BROWN: What is the difference 
13 between exercising some influence on the one side 
14 of the market by letting bills run off and replacing 
tS and buying additional bills on the other side of 
16 the market? Why would you be in favour of the 
17 bank pein able to influence it on the one side 
18 Buh not Ste CHE other? 
19 MR. CAMERON: Well, I believe that the 
20 more the bank shows its hand in the market the 
oi DeTIVeReY Wie “ObV Lousy. Cannopsmum Disk sioL Dub lic ly 
2 until the next bank statement Rie feet mia Loe 
23 Subscriptions over and above those which are going 
24 to refundings can be revealed to the market place 
Ds, and a clue of the bank's policy- of: the moment. 
26 COMMISSIONER BROWN: Would the same re- 
27 | sult be achieved if there was public disclosure of 
28 | how the bank finished up on:the bill option, instead 
29 of waiting for the following Wednesday? 
30 " MR. @MERON: Yes, I think it could. This 
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is a matter we are in ignorance of until the 
following Wednesday and then there may have been 
enough extraneous transactions, but you are never 
quite: sure. 

COMMISSIONER BROWN: The thing I am also 
tevine LOVgeuTau Sy UnLeSss anvarbilurary eee rate 
is set, is there an assumption that the Bank of 
eane es is influericing the bank rates each week, 
and if this, ls so is bits ea Cesirap le, things: (or 
should they be doing this in the absence of - 
declared bank rate? 

MR. CAMERON: I think there is a great 
deal to be said for setting the bank rate openly 
ao a reymbpod. Of the central’ tan: banking intent), 
but doing it through, the back door is: a Tess honest 
Way “OL COIne 26, cand: you® can never pe oe because 
aha iar ts Le easy for miscalculations’ to enter into even 
the bank's "fiddling" with it by way of the tender 
and by way of loosening or tightening the chartered 
banks ‘especially if you have misjudgments on their 
part as to the effect of these ‘other ‘actions. 

Lo Ghia UDy: (tateaeen on they can only 
takeva stab av pushing ‘the’ brill tender. one: way or 
the. other. I would rather see it done in an open 
fashion; return to the ‘old "system. 

COMMISSIONER MACKINTOSH: That is, you 
make the-bill market conform to the bank rate, if 
not. the bank rate conform to the bill market. 

MR. CAMERON: I think the bill market 


d fluctuate in relation to bank rates, whether 
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1 oLi ase dwn: Volition or! in part! through: central 
2 banking interference. It would probably be some- 
3 thing that varies from peak to week. I think under 
4 these circumstances there would be more of a dis- 
5 position to blame the markets than to blame the 
6 bank for the level of bill tender, and we would 
f not always be looking at things like the cyclical 
8 repetition: of the 3.06 high as being meaningful 
9 bank policy. 
10 | COMMISSIONER GIBSON: Do you think the 
11 market would regard the Bank of Canada as being 
12 more directly informed. under the present system 
13 than they wouid so regard them if we had a fixed 
14 bank rate? 
ib MR, “CAMERON? 4 Yesy. . “chink atthe: moment 
16 | they are regarded as being more involved in in- 
1/7 fluencing the average rates than under.a fixed 
18 bank rate. 
19 COMMISSIONER. GIBSON: .This is a very 
20 important part of their business, whether they 
a have a fixed bank vate or not. You agree with 
a9) that? 
23 ? MR. CAMERON: \ 'Dhat. ais worrect’. 
24 COMMISSIONER GIBSON: So they are always 
25 in this market. I just wondered why there is. so 
26 very much difference in» this: particular thing 
27 through: circumstances. 
28 | MR.:-CAMERON: Well, it is possible to 
29 influence the average rate by paying more for your 
30 Dislls: thane yowsheave co... “waniin et Seauine this ye 
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done, but it could be done, may have been done. 
COMMISSIONER GIBSON: Having a fixed 


bank rate would not take the Bank of Canada out of 


ethe-bill market? 


MR. CAMERON: No. 

COMMISSIONER GIBSON: They would still 
be free tocborrow as they «sawefit. 

MR. CAMERON: One would then presume 
that they would try to get their bills as cheaply 
as possible. | 

COMMISSIONER GIBSON: What about the 
objections to the fixed bank rates, that there 
are times when, let us say, interest rates rise 
rapidly and the central bank has to prolong this 
trend - maybe an international trend, strong trend, 


and we have seen this happen a couple of times in 


Canada, one very strongly - if they just keep 


raising stheir set bank rate, this may add:-an im-— 
pression that they agree with this kind of thing, 
that the thing has got beyond them and they are 
just being dragged alone. 

Db cthink it is true cousay, that, 10. was a 
situation of this kind that led to the floating 
bank rate, and one can understand the rather 
embarrassing position in which the central bank 
found itself at that time, 

What weight do 
you give this in your thinking about this, when 
you say we should have a fixed rate? 


MR. CAMERON:. This is a small country and 
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it 1s subject to international capital flows. 
I presume our bank rate under the present system 
Can get dragged along with others willy-nilly 
anyway. If we had a fixed bank rate and we 
had to adjust it because of these international 
complications, I have no doubt that each change 
would be accompanied by a statement that notwith- 
standing the view of the Bank ‘of Canada it was 
necessary to go along with the trend in other 
markets. , 

COMMISSIONER GIBSON: Maybe they wouldn't 
want to say that? 

MR. CAMERON: I think we are eerting 
closer to the point where we must admit inter- 
national forces to a degree we have not been 
willing most of the years since the war. 

THE CHAIRMAN: We will now adjourn to 
two o'clock. 


--- Adjournment. 
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--- On resuming at 2.30 P.M. 

COMMISSIONER MACKINTOSH: The hearing 
will resume. The Chairman is delayed a short time: 
He will be in later but I think we might continue 
with the discussion. 

I have some matters I would like to aes 
on the section of the brief entitled "Conflicts of 
Interest". Have other Commissioners points they 
would like to take up on matters ahead of that -- 
the money market or the Governor's report? 

COMMISSIONER GIBSON: Mr. Chairman, I 
would like to pursue the question of bank rate a 
little farther if that is appropriate. 

COMMISSIONER MACKINTOSH* Surely. 

COMMISSIONER GIBSON : ee Cameron, would 
you mind giving us a-little more of your ideas as 


to why we should have a fixed bank rate, that is, 


' avbank. Yate: foriwhich the Céntral! Bank. takes 


Hesvoncabaiaty?. Yow, in yourmbriet sand an your 
comments this Lisanne, made it clear that you were 
not very happy about the floating bank rate. Would 
you say a little more about the possible advantages 
of a bank rate which the Central Bank fixes itself? 
MR. CAMERON: I..think ibasically itis Ae 
one official signal which the Central Bank can give 
as to its view of the economy and as to the proper 
trend in money rates. The effect is probably more 
psychological than otherwise. I was particularly 
struck in reading the English Radcliffe Report by 
the fact that a number of witnesses said that the 
cost of the money did not make too much difference 
in the capital investment programmes of borrowers 


but that the sudden shock of raising the bank rate 
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1 
2 
4 from,5. to -7. per cent. was ee ney efficacious. 
4 From the explanations given as to why the cost of 
5 money per se was not important but a rise of bank rate 
was the effect, I think, is mainly psychological and 
: is a signal. 
: In the United States where you have half 
8 a dozen members of the Federal Reserve Board either | 
9 making speeches from time to time or appearing before 
10 congressional hearings they have an opportunity 
11) of augmenting their discount rate by what has been 
12 referred to as an open mouth of jawbone policy. This 
1 has not been the custom here and in Great Britain 
there is, I believe, less tendency on the part of 
z the Governor or members of the Court to make public 
ie speeches. . 
16 COMMISSIONER GIBSON: The bank rate as a signa 
17 is a little less important if you have an open mouth 
18 policy. f 
19 MR. CAMERON* Well, I think the Americans 
50 reinforce their discount rate with an open mouth 
policy. The Bank of England spokesmen do not say 
7 very much very often and in Canada we have not been 
. in the habit of listening to frequent speeches --- 
a COMMISSIONER MACKINTOSH: We had some 
24 examples. 
Zo MR. CAMERON: Unfortunately they did not 
26 all concern monetary policy. 
27 On the subject of monetary policy we hear 
a nothing .from the directors which would be a counter- 
part of the American board members. So that I think 
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2 
S States is more importante | 
4 COMMISSIONER GIBSON; The occasion when 
: such a signal or a signal of the kind of which you 
- speak would be efficacious I take it would be 

extremely rare; this does not necessarily happen 
: often? 
° | MR. CAMERON: I can recall during the latter 
? years of the war having coffee with a gentleman who 
10 was closely connected with the Bank of Canada at 
11 that time and the bank rate was lowered. He took 
12 it very seriously as an indication of the late war -- 
13 COMMISSIONER GIBSON: That was 1944; wasn*tt 

ites 
14) ; 

MR. CAMERON: I could have been 1944 --- 

Mg an indication of late war and early postwar monetary 
a“ policy. This I never forgot and when bank rate was 
17 raised in the fall of 1950 I deemed that to be 
18 very important even though various people assured 
19 me that it really was not because the banks never 
20 borrowed money from the Central Bank. 
4 COMMISSIONER GIBSON: tt was not changed 

in between in that long interval, was it? 
* MR. CAMERON: No, not to my Lea el veep a 
- I think the events of the next few months proved 
24 that that was a significant change in policy. 
25 COMMISSIONER GIBSON: ‘There are occasions 
26 of the kind we have discussed this morning where 
27 a bank rate just really has to follow the market up? 
28 MR. CAMERON: Due to extraneous things, 
A yeSe 

COMMISSIONER GIBSON: Do you think the 
_——~ advantage of fixing the rate as a signal of circumstances 
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1 
2 
3 merely outweighs the disadvantages of the odd period 
4 like the one in 1955? 
5 MR. CAMERON? Very much so, yeso 
6 COMMISSIONER BROWN: Would you care to discus 
from that point of view the disdvantage that results 
: from the modern concept of getting ahead of your 
: neighbour? If you get a signal that interest rates 
2 are Monae ee go up wuld'tt you go out and borrow as 
10 much as you could before the interest rates go up? 
11 MR. CAMERON: I suppose you do, thereby | 
12 reinforcing the fact that bank rates are supposed 
13 to state that more quickly. 
fi COMMISSIONER BROWN: mi this an advantage 
over a monetary change? Is this not really more 
i people getting credit Whe otherwise they would not 
"j get ye they continued in the normal course? This is 
Ms arcaceOfe-—— | 
18 MR. CAMERON: It is a case of the race 
19 is to the fleetest. 
20 COMMISSIONER BROWN: Now, when the bank is 
mT just Roienine along behind, in that case the bank 
Lis*not "controlling; is’ Los at Ts *neparyaneeno/ one? 
‘ MR.e CAMERON: The bank under those | 
- circumstances is responding to extraneous things. 
os I think the floating exchmge rate over the last few 
25 years has played a part in minimizing those extraneous 
26 pressures but I would expect, given some day where 
2% you have a fixed exchange rate, in which case those 
28 pressures would become manifest in greater degree 
39 or earlier and to the effect that we have insulated 
ourselves with the floating rate of exchange from 
) 30 | 
a these extraneous pressures over the last few years 
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we may. have created other problems for ourselves. 

I do not think a country this cize, dependent upon 
foreign capital to the extent that we are; can 
presume to escape the effect of interest rate trends 
in other countries except by doing things which will 
react on us adversely in other ways. 

COMMISSIONER GIBSON> You say with a floating 
exchange rate we have a greater opportunity to have 
a more independent bank rate policy or a larger 
degree of bank rate policy? 

MR. CAMERON: Yes. 

COMMISSIONER GIBSON: If you had a fixed 
bank rate would our bank rate policy be much different 
possibly from the United States!'? 

MR. CAMERON: “I do Hot thine it would except 
to the extent that the authorities were able to fiddle 
with it and spot the forward rates of exchange. 

COMMISSIONER MacKEEN: Mr. Cameron, to get 
back ‘to’ the” question of the quick asset: ratio that 
we discussed this morning that was presumably a 
counter-inflationary move on the part of the Central 
Bank when it was introduced, the additional 7 per cent 
over the statutory § per cent, that was;,’as I recollec 
it, a suggestion; perhaps a strong suggestion to the 
chartered banks from the Central Bank but there was 
not any compulsion attached to it. In other words, 
the Central Bank wanted them to do this but they did 
not force them to°do it. It was voluntary on the 
chartered banks part. Am I right? 

MR. CAMERON; JI dontt nee, sir. There may 
have been an “or else, I don't know, sire 


COMMISSIONER MacKHEN: You mentioned again 
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that the Central Bank insisted that the ratio be 


carried up to the extreme percentages such as 90 
per cente How would it be possible for the Central 
Bank to force compliance with such « policy? 

MR. CAMERON: “hey could always Enea tes 


EO use the icasn ratio. 


COMMISSIONER MacKEEN: I am talking about 
cash ratios. 

MR. CAMERON: Well, the cash ratio could 
be varied between 8 and 12 per cent and the cash 
ratio in a fractional reserve banking system 
multiplies the effect of a change in reserve ratio 
el at 8 per cent by about 12 times in its impact 
on the whole system. If they raised to 9, therefore 
a rise of $100 million in cash reserves can cause 
a shrinkage in the total bank assets of $1200 million 
at 8 per cent and if the Central Bank has the right 
to raise rates in stages from §& per cent to 12 per 
cent they can shrink the banking system most 
unmercifully. 

COMMISSIONER MacKEEN: The Central Bank 
has the Se to raise that to 12? 

MR. CAMERON: Yes.sir; fF stagese 

COMMISSIONER GIBSON: They have no power 
to set liquidity ratios under the present Act. 


MR. CAMERON: No; except in so far as they 


can hold out as an alternative the threat of using 


the cash reserve ratio. 


COMMISSIONER GIBSON: Yes, but liquidity 


ratios are not even mentioned in the Act, as I 


Pece list 2 


MR. CAMERON: They have no statutory basis. 
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1 
2 
5 COMMISSIONER MACKINTOSH: I was interested 
4 in this section, Mr. Cameron, where you discuss 
5 conflicts of interest and what you thought was the. 
2 wrong position of the Bank of Canada acting as it 
were for itself on monetary policy and on the other 
: hand as fiscal agent for the government and agents 
: for various funds. + As I-see it ;\cthere isia basic 
| 9 conflict here in that fiscal policy must on occasion 
10 adjust itself to monetary policy and on other occasions 
11 monetary policy must adjust itself to the exigencies 
igi «. Oseeiscal policy. 
13 I am uncertain whether these things can 
be separated really. they are both dealing with the 
i same money market. Ihave a recollection in the 
a Radcliffe Committee Report where at one stage they 
an said that aside from the external problems the Bank 
17 of England's debt management function comprised 
18 all monetary policy, they had no scope for anything 
19 | else. To what degree do you think that having 
| the Department of Finance or some branch of it under- 
a taking to carry on debt management while the Bank of 
Canada carried on monetary policy, to what degree 
could these.things really be separated or would you 
28 have two sets of people acting, but only after they 
24 had consulted? It seems to me neither could act 
25 effectively without the knowledge of the other. I am 
26 just puzzled as to whether these things could be 
27 separated. 
28 MR. CAMERON: I do not think they could be 
Mi separated in the final analysis, sir. 
COMMISSIONER MACKINTOSH: Is there any 
_— advantage in having two sets of agents? 
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MR. CAMERON: I think there is in that if 
you have one body such as the United States Treasury 
and another body such as the Federal Reserve Board 
respectively charged with debt management and 
monetary policy, if you go back to the years after 
the war the Federal Reserve Board was completely 
subordinated to the Treasury's desire to refinance 
its debt on a cheap money basis: It was euene oer acd 
inte a "involuntary engine of inflation" as someone 
put it. This was dissolved about 1953 and since then 
both bodies have threshed out their differences at 
a higher level before they agreed on a compromise 
policy which they thought satisfactorily served 
both ends in so far as achieving the possible was 
concerned. 

Now, let us suppose that we might have had 
the reverse procedure in this country: (If we had 
someone in.the Finance Department and someone in the 
Central Bank said: "Never mind the fiscal policy, 
monetary policy aS the be all and end alls we are 
see to run this ting from the monetary policy 
viewpoint", you would probably victimize the government's 
debt management policy and force the government into 
a position of building up a rather*poor*debt® structure 
and the Central Bank would in effect be dictating 
the government's debt management. 

COMMISSIONER MACKINTOSH: This is only if 
the Central Bank could persuade the Minister of 
Financee They act on his insturctions as fiscal 


agent. 
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MR. CAMERON: Sometimes we may have 
central bank governors who are extraordinarily 
forceful or persuasive. 

COMMISSIONER MACKINTOSH:: I hope we would 
have. 

MR. CAMERON; Perhaps even domineering. 
And we might have finance ministers who were, 
Shall we say, uninitiated in matters of finance 
and who were on unfamiliar ground and perhaps 
didn't understand the advice they are getting from 
their own people in the department. 

COMMISSIONER MACKINTOSH: I can follow 
your argument that oauenhey ee of Finance should 
have Sia cee of acknowledged weight on fiscal 
policy. I am not sure this necessarily goes as 
far as separation of the agency of action. 

MR. CAMERON: Well, the bank itself 
could still be the agent handling the new issues, 
but the determination of the character of the 
issues might well be determined by the joint 
views of some strong collection of advisors in 
the finance department and the views of the bank. 
It is my feeling that the views of the bank tended 
to dominate both areas in recent years, and that 
there was an unconscious flavouring of monetary 
policy when those views are expressed to the 
Finance Department, particularly to the Minister, 
who perhaps could not recognize it too well. 

COMMISSIONER GIBSON: Are you saying 


the Bank of Canada may have tended to dominate the 
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Department of Finance in this respect, or that the 
Department of Finance didn't have much of a debt 
management policy? 

MR. CAMERON: The finance department 
during Dr. Clark's. regime -- I think it was very 
fortunate in having a man who was rather catholic 
in his interests and a man of great force and per- 
haps able to hold his own even with Mr. Towers if 
there was anything upon which they didn't fully 
agree. It has been my impression in recent years 
that the people in charge of debt management had 
a.lot.of-othen jobs .to.dey.at /the.samentimes. it 
wasn'ta full time responsibility; they didn't 
have the research staff the Bank of Canada had, 
and 1t was quite natural that the views of the 
bank would tend to prevail in the absence of 
evidence that some other policy should be followed. 

THE CHAIRMAN: The United States 
Treasury has a very large debt management depart- 


ment which does its own research. It carries on 


~¢Gonversations with bankers and investment dealers 


and decides what it would like:to-do.itself. before 

they get around to checking with the Federal Re- 

Serve as to what the Fed. thinks ought to be done. 

In that way there is a compromise thrashed out on 

a more equal footing than exists in this country. 
COMMISSIONER GIBSON: You think it is 

an unequal footing rather than just leaving it to 


a wtarge extent to the central bank to do these 


things. My impression is that the Department of 
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Finance has not had what you would call a debt 
management department at all. They had a man 
who spent a very large part of his time'on it 
who died abot two or three years ago, ana t 
don think they Have’ had a developed dept manage- 
ment department; am I correct in that? 
MR. CAMERON: I think you are absolutely 
COrreces 


COMMISSTONER GIBSON: Maybe the problem 


is not so much the Bank of Canada foisted their 


‘views or: authority as them not having an active 


anc €onGintous viewsris- thateea tater statement? 
Mie CAMERON s.)) Chink TtUets¥Pae wv io way 
they may have moved into banking to begin with 


and perhaps afterwards found it was easier to let. 


COMMISSIONER BROWN: Has this arisen in 

part because of the conflict between the Bank of 
Canada and the department, and has it been resolved 
because of a clearer laid down responsibility -- 
Li Other. Words, is LeyclearttherBanike! of -Canada®is 
carrying out the policies of the government both 
in the monetary field and &bt management? 

MR. CAMERON: Yes, the government should 


have a clear view in the finance department as to 
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aS a borrower, 


COMMTSSTONER BROWN: It seems to me these 
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MR, CAMERON: . They do eventually. 
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COMMISSIONER BROWN: The monetary policy 


and dept management, to produce the end result? 


MR. CAMERON: They do eventually. 

COMMISSIONER GIBSON: The classic example 
of trouble in this area is where the treasury is 
always over-ruling the central bank. In this 
case you are complaining about the other thing, 
and usually one expects a central bank to have a 
Somewhat longer view and, therefore, perhaps a 
somewhat better view from the broad national 
point of view on these matters, because they are 
not subject to the ordinary pressures? 

MR. CAMERON: I would like to cite the 
eonversion loan as an example, particularly since 


events in recent months indicate that the covern- 


ment has reversed its view of 1958 that the debt 


had to be extended, and it has been engaged in 
DeViIneeeieand cancel ing Che s.oneeterm dent... ft: 
the ‘conversion loan is a-creature!of the bank; I 
think a proper debt management division in the 


finance department might warn the Minister more 


AD) 


4. 


strongly as to the long term effects: of it. If 
the loan is the creature of the finance department, 
the bank obviously did not warn them very strongly 
that within four years they would be trying to 
shorten, their debt by paying in long funds: with 
money borrowed on the short end of the market, 

S50; -I:am led to the belief this was the bank's 


¢ and that the department, with such a 


Fe 


debt- management commission as I have in mind, might 
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Toronto, Ontaric 
have rejected this idea and only bought it in 
modified form. 

COMMISSIONER GIBSON: You say a great 
deal -- not a great deal, “but quite a bit about the 
conversion loan in-your brief: Is it’your view 
that the conversion operation at that time was a 
bad thingy ortis yourobjeetion basically *tvotthe 
way this has happened? 

MR. CAMERON: -I think the concept of it 
haad something in its eaesertiiar I think it was 
pursued too far, and badly handled, 

COMMITSSTONER MACKINTOSH: When you say 
it Was pursued too far, you mean it was too large 
a scheme? 

MR. CAMERON:. It was“too Jarge ‘and’ too 
comprehensive a scheme, 


COMMISSTONER MACKINTOSH: It was too 


MA es “CAMERON $9" hnd LT chink it may have 


gone. too far inthe direction -of ‘dealing with 


issues that were eight years removed from maturity. 


a 


I have/reference in here to statements to the 


effect that the market regarded these bonds as 
que“on* their eali*dates, prineipally the’ 1963°and 
1966 maturities, which were callable in 1961. 
This’is a rather ridiculous statement when you 


consider’ that the 2966-maturity was selling ‘at 


CCMMESSTONER BROWN: You mentioned dis- 


agreements: Are you: under the impression it might 
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have worked more smoothly if the market had moved 
up and exchanges had taken place at current 
quotations? 


MR. CAMERON: I think that would have 


nonest 


sic ~ 


been a much more/way of doing it -- saying, "Here 
is a new bond. °You canhave it in trade fPor’your 
LIOO LT 0G coker or; sir oyour don trade aro can 
keep your old bond. We are not putting any cash 
price either on the new bond or on the old one and 
we will let the market determine whether the 
rights value attached to this exchange will be 
placed on the value of the old bond or what the 
market is willing to pay for the new bond." You 
will recall that the old bond was selling at 
about 94 and a half the day before the loan was 
announced, and it was worth par the next day; 
not through any active market, but because the 
marketing committee and the bank decided that 
was the appropriate value. 

COMMISSIONER MACKINTOSH: Had they 
not acted, would not the market have lifted that 
bond to par? | 

Mie C AMER ON 8 °Lewou ld -aoubs ites eT 
think your equilibrium point might be same place 
between the old value of 94 and a half ana pare 
That is a matter of opinion. The fact remains 
they had to buy back a lot of their own merchan- 
dise at the prices they put, to Vem, cner, On. cite 
longer Victory bond in 1966, indicating that 


there was a body of individuals who preferred cash 
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1 WOwbNne new. ond .ab. that. price. iL. don't.. knom what 
I, the price would have been, but it would have been a 
3 free market price. 
4 7 COMMISSIONER MACKINTOSH: As I read 
5 financial history, all the respectable people 
6 seem to have been in favour of funding, though 
i} not many people have done that in recent years; 
8 but you think, within reasonable measure and 
9 properly handled to extend the term of the debt 
10 Mayesepadlepiong, is baa test? 
11 MR ee CAMERON: Yes, 1d Chink so,.asa 
12 Mattern .olecencral principle, .sir. 
13 COMMISSIONER MACKINTOSH: Was there 
14 noy.some fortuitous circumstance -- I forget the 
15 details; the United States! rates moved rather 
16 sharply, did they not, before this operation was 
117 OVier?. 
18 MR. CAMERON: They had already started 
19 to move rather sharply before the operations 
20 commenced also. The United States market reached 
Di a-high point, if I remember correctly, late in 
22 APPEL I5SSas and ceruadnareasonadivwlong term bonds 
23 had already moved off in the order of three or 
24 four points by the time the conversion loan was 
25 anwouncecdarand.onvlop.On.coat acne panks.ul. phink, 
26 were really tempting the lightning when they 
27 assumed in the face of an already obvious trend in 
28 the American market that they could freeze -- in 
29 effect.” ¢lose, ups -etbhent Peeunond mauvetuor 

Canada for 60 days and expect that they would put 
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this operation across without any repercussions. 
I would suggest this is an error of judgment. 

COMMISSIONER MACKINTOSH: It may have 
Deeh originally that the Minister judged that the 
mark-up in rates that was inherent in the con- 
version would have allowed him sufficient freedom 
for monetary restraints, but that in theewent he 
did not have any leeway -- 

MR. CAMERON: If he had forgotten cash 
price and merely announced a bond for bond exchange 
he need not have cared what happened in the 
American market or to our market. He was offering 
the bond at one and a ‘half: ver“ cent more’ interest -- 
never’ mind the relative --- 

COMMISSIONER MACKINTOSH: - On the inter- 
vention of the Bank of Canada into the bond market 
in any of its various functions, my understanding 
is that it has always known whether the bank is” 
acting as “principal” or arent 

MR. CAMERON: They generally will tell 
you if they Wee that they are acting for an 
accouns: or if they don't tell you they are acting 
On their own. This gets back into the question of 
the use of trust funds, perhaps, because ifthe 
bank has discretionary power over the use of 
extraneous accounts, it can pursue policies de- 
Signed to affect the level of the market UStrien an 
effect, somebody else's money. 

COMMISSIONER MACKINTOSH: You think they 


are not just carrying out operations necessary to 
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iL raise funds, but are using the funds for monetary 
2 purposes? . 

3 MR. CAMERON: Or for debt management 

4 purposes. 

3) COMMISSIONER MACKINTOSH:. Or for debt 

6 management purposes? 

if MA.-CAMERON:. Yes. I think the use 

8 of the Unemployment Insurance’ Fund in the summer 

9 Ome oS hi See ease: knepo.nt.; 

10ine COMMISSIONER MACKINTOSH: Well, of course, 
11 one of the dif es earlier was in the fund 

12 holding long term bonds 

13 MR. .CAMERGON: . Tarhneld wa batance ,..5 

14 believe, in the ordec of $80 million or $90 million 
15 Doo ao 9b, S= Meatririty es weil Ae (phe bonds 
16 -~ and during ths conversion logan these were ex- 
17 changed for conversion bonds even though an 

i8 | examination of thse seasonal oattern or ophe Tunds: 
19 even in a normal vear, let arian tne year in 

20 Which there was still substantial unemployment, 

Da this pattern would show that the fund would have 
22 to liquidate some securities by fall, and yet the 
23 fund Was permitted bo deride itself of its most 

24 JEGULG assets... AS. recall Lae ei hadaxnard ly any. 
25 Dressury; Dilils au thet time. eh sos 2959 and 

26 1960 maturities were its most liquid assets -- the 
27 two next due Victory Bonds. 

28 COMMISSIONER LEMAN: Mr. Cameron, we 

29 had a witness a few deys ago who put in a whole 

30 brief to prove to us the conversion loan had an 
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effect of raising Canadian interest rates -- the 
whole pattern of Canadian interest rates wares a 
bit above the normal pattern of difference with 
the United States rate; do you think it had that 
effect? — 

MR. CAMERON: I think basically it did 
have that effect. 

COMMISSIONER LEMAN: Do you think in that 
sense perhaps it was part of monetary policy? 

MR. CAMERON: I am sure the whole thing, 
if you, régard it as a conception of banking 
rather Uhani the Tinancing part of ib} was monetary 
policy pure and simple, and that debt management 


Was sort of dragged in like the cat as the excuse. 
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I pelieve it had dawned on certain people 
in the month of June that the recession was over, 
and that a lot of money had been pumped into the 
system, and that we were facing a record deficit 
which would cause the creation of a great deal more 
money in all probability, and that such a deficit 
may not have been appropriate with a recovery and 
some means ought to be found to offset that deficit. 

One way you could do it was to have a tight 
money policy, but the difficulty in having a tight 
money..policy, if you have a.dlot,.of liquid assets 
in the hands of the public, is that they can ash 
them vin atematuritys: ifethey are. short-term, assets 
sell them at minimal losses. Therefore it would 
be a good idea if we could find an excuse to cause. 
the public to surrender these short-dated assets 
for longer-dated securities, so that when we get 
our tight money policy they will sell at substantial 
losses and many people would have occasion to 
liquidate, and that the loan essentially was a 
scheme to take away the 1959 and 1960 and possibly 
the 1962 maturities which were to some degree still 
held by the original purchase , and to make the 
thing jell is a Victory Loan conversion scheme, 
and *63 and *66 down were added as an after-thought. 

«COMMISSIONER LEMAN: Mr. Chairman, in your 
brief you make the point quite a few times that if 
the Bank of Canada in exercising these powers for 
monetary policy ojectively, would stick to the 
short-term instruments, that arbitrage would take 
care of the differences to establish the appropriate 


rate curve from shorts to longs. Do you think that 
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1 
2 
3 arbitrage actually does adjust vroperly? I think 
4 you have just explained to us that influence in 
5 long-term areas can be quite a weaponfor monetary 
’ policy. . 
MR. CAMERON: i would hope it is never 
/ used in that manner again, because I think it has 

3 been responsible for causing the atrophied position 
9 of the monetary market most of the time since, 
10 and at the same time creating, for lack of a better 
11 word, I will call it a "shock" to government credit 
12 and produce a higher level of interest rates than 
13 would otherwise have been pursued. 

COMMISSIONER LEMAN: I think we are trying 
i. to distinguish here between the objective and the way 
a it was done. Let us not get back again into certain 
a mistakes that have been made and the way it was 
17 fandled and all the accessory things that you object 
18 to, but seodn objective; if the monetary authority 
19 all of a sudden finds that the rate curve has gone 
20 wrong, why would it not take interest in trying 
5) to tray Lt? 

MR. CAMERON: Because I do not believe there 
= is any man alive who has the second sight or | 
perspicacity to decide what is a proper yield curve 
24 throughout the whole spectrum of instruments. 

25 COMMISSIONER LEMAN: Well, perhaps not in 
26 the absolute, but certainly we talk about perverse 
27 ways in which a certain kind of action reacts 
28 sometimes and you do meet in their connection to an 
interest’ rate curve in’the’U.5S.A.5 for instance; ‘and 
ai that of Canada. Surely without being too absolute 
ar about it, you can determine if you have got a rate 
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Survie, Gat. us Wrongs Canc. you? 

MR. CAMERON: Well, with the free access 
to our market which the funds have, plus the 
substitutability of one asset for another that 
our institutions have, I would think that this 
thing would iron itself out with the passage of time, 
at least as well as any person, to form a judgment 
that this, that or the other relationship was wrong; 
because you would have the decision made by a 
howe oa investors that it was wrong, and that would 
be something about it for the condition that would 
prevail, and would reflect the judgment of the market 
at large. 


COMMISSIONER GIBSON; Carrying this argument 


Prilitmlevyiunener Doispie really the oil is only} 


argument or the short-term end only for a smooth, 
bank, open market operation, apart from, the 
question of the rate term, whether or not anybody 
can have a sensible view of what it ought to be 
at a given time, and at any given time the government 
has so much weekly assets coming up. 

Now, recently there has been a lot coming 
up, and here you.run into the question of debt 
management and monetary policy, and they are so 
closely interwoven that, as Dr. Mackintosh was 
suggesting earlier, it seems awfully difficult to 
view it.as, anything but one.inter-related set of 
problems. 

Can you in fact take the position; in view 
of the maturities coming up one after the other, 
that.a Central Bank should confine itselt to bills 


only or very short-term Governments in its open 
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market operations. 

MR. CAMERON: I think they would have a 
much better market if they restricted their own 
activities to bills andy shall we say, money market 
Deh a veel in other words maturities under three 
yearso 

COMMISSIONER GIBSON; Up to three years. 

MR. CAMERON: This is the area in which the 
market is broadest and in which they can effect the 
necessary adjustments in a chartered bank cash reserves 
with the minimum impact on price. 

There are two reasons for this. One is that 
the market is broad and the other is the mathematical 
one, that a change in yield has a most minimal effect 
on capital values the shorter the term of the instrument. 


COMMISSIONER GIBSON: This has not been the 


_ Canadian practice, nor has it been the British practice, 


as I understand it. It is closer'to being American. 
MR. CAMERON: And the Dutch practice. 
COMMISSIONER GIBSON: Why should the Central 
Bank draw off the right to intervene in the medium 
and longer term? This might be a good: reason for it. 
MR. CAMERON: I think their intervention has 
done a good deal over the years to ee, the market 
to be regarded as a good place to stay away from, 
because they are likely to intervene in one side 
or the other; and the more they intervene the more 
they produce the fictitious level of prices -- 
fictitious in the sense that they themselves have 
been the greatest force contributing, with a secondary 


following of people looking for capital gains. 
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I wlll go along and "play with the house", 


if I can put it that way, and then when the bank 


reverses itself, steps out of the market, the secondar 


following deserts the market also. “hey can fool 


themselves as to the level of the market of which 
they are the principal creator. 

COMMISSIONER GIBSON: You are arguing that 
the net effect of this is a higher long-term structure 
of interest than they otherwise meant to have. 

MR. CAMERON: In a market which does not 
provide a proper indication to the government as 
to where it can raise money. If we wanted to reduce 
it to mining stock terms, if the promoter has made 
a market in a mining stock both sides of the market 
and he has produced a situation where only the most 
gullible would assume that that level would prevail 
once the promoter stepped out of the market. 

COMMISSIONER GIBSON; I don?t know whether 
this is an altogether appropriate analogy. 

MRA CAMERON: 5 Deaneteying. towpaintea broad 
brush. 

COMMISSIONER GIBSON: ‘Suppose the Central 
Bank went to a short-term Canada instruments only 

nolicys, do you think that the medium and longer 
term market would develop in a smooth kind of way; 
or would you have a period when prices were pretty 
erratic. 

MR. CAMERON: Speaking personally as a 
jobber, I think our activities in the market would 
expand. We would be more willing to take positions 
based on our judgment as to what was value, long 


or short; knowing that the other forces in the market 
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2 
) consisted of other dealers, institutions and the 
4 chartered banks who were operating and forming 
5 judgments on the basis of roughly the same facts 
y that we Can Se@e I think the market would broaden. 
| In the early 1930's there was no Central 
: Bank, and although you had a market that had wider 
" spreads between bid and asked, it was possible to 
9 trace buoecks of aiduarter ore nalivaimitlion doilans 
10 worth of long-term Governments without a Central 
11 Bank. .“In terms of todayts debt , this would be 
12 the equivalent of talking of bundles around five 
13 to Six times as large. 
COMMISSIONER GIBSON; “hat is what I am 
: wondering -- some of the big bundles that would be 
. tossed out on the market, and Central Bank pay no 
dy attention, that you might not get some quite 
17 substantial variations in price, however erratic; 
18 not necessarily meaningful in character. 
19 I think you would find more institutions 
20 willing to arbitrage if a bundle of bonds was thrown 
mt on the Srorag chet at an unduly cheap price; there would 
be a number of people willing to work them off in 
4 exchange for some other Government which they thought 
. was now slightly high priced by comparison, so that 
24 the impact of that one bundle would be diffused 
25 throughout the range of other long-term bonds, or 
26 you might encourage people to liquidate shorter 
27 issues and buy them, 
ia COMMISSIONER GIBSON: One other question 
76 il on this "pool bills only" approach. Suppose, to 
maintain investment boom in the economy of the kind 
7 we had from 1954 to 1957, early 1957, in those 
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circumstances -- and certainly with the benefit 
of hind-sight one can see that the rise in the long- 
term rate of interest was a desirable phenomenon 
from the standpoint of cyclical economic policy, if 
you stick: to "bills: only" this has got to gradually 
work its. way throughe If you can buy and sell longer 
bonds, Central Bank is in the position directly of 
endeavouring to change longer-term rate of interst, 
and in some circumstances I suggest this might be 
the rigshtekind of policy. 

MR. CAMERON: in one of those years the 


Governor is on record --- 


COMMISSIONER GIBSON: I am not talking 
about what the bank can do. 

MR. CAMERON: ~-- as saying that the rates 
would have risen further had they not intervened. 

COMMISSIONER GIBSON: I realize that there 
was a certain difference of view at this: time, but 
what I am asking is ,; would there be merit in the 
policy whim was designed to raise long-term interest 
rates in those years rather than to lessen the rise. 

MRe CAMBRON: I think there would have been, 
but the bank chose otherwise. 

COMMISSIONER GIBSON: That is right. 

MR. CAMERON: To minimize the rise in rates, 
and furthermore I think it was the spring of 1956 or 
1957 oe ee a time of general restraint they told 
the banks that they could lend an extra $200 million, 
I think the amount of money was; mortgages and that 
the bank would furnish the necessary reserves. 

COMMISSIONER GIBSON: I think that mortgage 


problem is in 1955, and the really tight situation 
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1 
2 
3 in 1955, and the really tight situation came in 
4 1956,did it not? 
5 MR. CAMERON; I think it was the spring of 
Die?) 19562 
7 COMMISSIONER GIBSON: Late 1956, early 1957. 
: Well, would you admit there wee circumstances in 
| which it might be desirable for the Central Bank 
‘ to work directly on the long-term rate of interest? 
- This issmy basic question. 
- MR. CAMERON: I amafraid I do not, sir, 
12 after seeing them operating in the long-term rate 
13 of interest over the last few years. 
14 COMMISSIONER MACKINTOSH; Mr. Cameron, this 
1s is getting down very close to saying that they are 
such inept operators that the fewer places they operate 
: in the better. It is not very helpful as a’ guide to 
a policy. 
18 MR. CAMERON: Well, if you are the largest 
19 | bull in the china shop, the smaller the area of the shop 
20 you are confined in the better. I believe the concept 
1 of many central banks is that their prime function is 
2 to bury the reserves in the banking system and let 
“ the chips fall where they may in the interest rate 
structure. 
24 | 
COMMISSIONER MACKINTOSH: As a supplementary 
e question, does the United States Treasury operate in 
26 the bond market? 
C27 MR. CAMERON: ‘hey invest money for trust 
28 funds in the bond market. 
29 COMMISSIONER MACKINTOSH: They do not operate - 
Da MR. CAMERON: On one occasion after a 
disorderly market in May of 1958 in which speculators 
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1 
2 
3 bought a large amount of an issue that subsequently 
4. went to a discount, the Treasury did buy in a portion 
5 of the issue and cancel it. The Federal Reserve 
6 Since the or ae of 1951 had been operating beyond 
the short range, although, as you can see from the 
j pee enony OT Mrs Mancinvlater in my briet, he is 
: beginning to wonder if he had not over-done it. 
? COMMISSIONER GIBSON; Did I understand you 
10 to suggest that during the years 1954-1957 that 
11 if the Bank of Canada had not intervened at all in 
12 the long-term market, the natural forces would likely 
13 have resulted in raising the interest rate? 
if Mie CAMERONS Yes sire) DL) forget ane exact 
words of the Governor's report, but it was to the 
: effect that the rise in the long-term interest rate 
ae which had taken place would probably have gone much 
17 further left to its own devices. I believe Mr. Hampson 
18 recalls the year. 1956. 
19 
20 
iL 
22 
23 
24 
25 
26 
ai 
28 
29 
_30 
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1 COMMISSIONER GIBSON: I have a very 

4 general anne bE would like to raise with you, 
3 Mr. Cameron. Throughout your entire presentation 
a: there is a general atmosphere to the effece that 
5 you do not really trust the monetary authorities 
6 too much certainly not governments too much. Mr. 
7] . Mackintosh was just referring to thisS.you imply - 
8 in fact. you.say quite directly thatwwe are in a 

9 long term period of debasement of our currency in 
10 fact and that you are very concerned about bed 
11 and this matter seems to direct a lot of your 

12 thinking’ or at least affect your thinking’ on a 

13 good many of these matters. Now, I would like 

14 to ask you if you can give a reasonably brief 

15 sort of answer, what you think the medium and 

16 longer term. outlook from the ‘standpoint of in- 

17 Place Lonnie Pntsbhe process? you, eoulavteiad us 

18 whether or not you thought this was something 

19 that could be changed or if it is: an underlying 
20 trend that seems rather deeply embedded. I would 
21 like to hear what you have to say about whether 
1) changes in the general economic environment are 
Ze improving or making this problem worse? 

24 MR. CAMERON: I have submitted, sir, 

od some supplemental thoughts along this line which 
26 I wouldlike to summarize if I may. Mr. Hampson 
2/ has a copy and I have three or four more which 

28 could be passed around. 

Basically, if you read economics history, 
currency debasement has gone on, I think, since 
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currency was invented. There was one exception to 
this general rule. irom the first quarter of the 
last century until possibly the war of 1914 when 
currency tended overall to hold back prices 
fluctuated to perhaps not more than 30 per cent 
in any one direction and then tended to correct 
themselves and go back to where they had been. 

At the same time, people who bought 
British government securities found there was a 
gradual reise in Pelces andieis is iyittnts rage 
Chatache Bripi shebinanclalwinstitubrons’, tas iwe 
know them today, started to grow and I think our 
system grew in the same image. Popularly, this is 
associated with the gold standard. England really 
did not neue much gold and I think it was the 
stability of the pound sterling that made the 
gold standard work. Since then we have had two 
world wars Whichcompletely destroyed a number of 
currencies and partially destroyed others. We 
in North America have been most fortunate in that 
the destruction of the value of money since the 
Start of the last war has not varied more than 
SO per cent. But. we now have governments spending 
a quarter or more of the gross national product and 
dedicated to the idea that they can maintain ad 
employment Be a: Counterseyclical fiscal ipoliey with 
monetary. policy” movalds and: abetl this, 

So that the counter-cyclical deficit is 
easily excused because Wwe are in a period of re- 


cession and rising unemployment. Nobcdy ever wants 
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1 to get San EOva-ecountcer-cyclical surplus,» :/It..is 

2 Paae ncae nature, 

Rey COMMISSTONER MACKINTOSH: Well, there were 

4 quite a few years of surplus. 

3 ) MR. CAMERON: I think those were rather 

6 inadvertent also in that they stemmed from rises 

7 in price. 

8 | COMMISSIONER MACKINTOSH: Deficits were 

9 inadvertent too. 

10 MR. CAMERON: There is something rather 

11 imperfect in the financing of deficits by monetary 

12 expansion: In practice the government gets a lot 

13 of new money which has been created and spends it. 

14 ie it gets into the hands of the public some of 

15 them spend it in areas. where there is slack in 

16 the economy and it does some positive cood Loc ae 

17 15 reactivates idle labour and capacity .° Others 

Pe: try and spend it in areas where there is not any 

19 slack and this enables the people in thatu area 

20 to raise their prices and wages successfully. 

21 Some spend their new money on foreign goods because 

9? our goods are not A ApRRUE panel and this creates 

23 balance of payment problems, Some will buy goods 

24 Ghatuusedsto go for exportp»and' this).aliso. has,its 

25 effect on the balance of payments. 

26 We finally reach a point perhaps where 

oe .to Keep the economy going at the rate which we have 

28 attained we are going to need some more money added 

29 to the system to finance the areas where price and 
S30. Wages have risen. So we get people saying we need 
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1 more money supply because the economy is slack and 
2 then later on we need more money supply because 
3 the economy is operating at a higher level than 
4| before and if somebody puts the brakes on then 
os the fellows who have priced themselves out of 
6 consumer markets start to have slack capacity and 
f! unemployment again. 
8 I think that this situation has been 
9 With'us since about 1946 in spasms and has the 
10 effect of causing prices to rise during a Boer 
11 and stops them falling during a recession and 
12 acts as a sort of ratchet on ane: price structure. 
13 Thisis- done in public: consciousness and you ‘have 
14 people aitering their financial behaviours so 
15 that such money as they do save is finding other 
16 outlets to that which it did under the old 
17 assumption of stable money. 
18 For instance, our :life’ insurance com- 
19 panies and saving bank deposits have grown much 
20 more slowly than the gross national product. If 
21 you. take che gross national product since 1946, 
22 last year, it ran to 306 per cent of the 1946 
aD level but your savings deposits in banks was only 
24] 239 per cent of the 1946 level. Your 12 largest 
25 | life companies were only 246 per cent in assets 
26 above the 1946 level. The largest company presents 
27) a rather complete financial statement which, among 
28 other things, shows that dividing the business in 
29° force into the premium income it reveals that the 

average premium has gone down from $42.70 to $23.41 
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Teronte, Ontario 
which would indicate to me that people are not 
te ater insurance fori. Bary thts in the way they 
used to but rather are buying fire insurance on 
their lives and putting their money into mutual 
funds or things of that sort. 


I think this is creating a strong 


diminution in our institutions which lend money 


and normal savings relative to the G.N.P. If we 


-earry this on long enough and couple it with an 


increased willingness to borrow money on Gntebarts 
of people, municipalities and others because they 
hope to pay it back in cheaper dollars, we are 
going to fasten a high scale of interest rates on 
ourselves. 

Lileam latina CALs tela) wayotnla tea it 
is’ one of the weaknesses in democratic government 
which inadvertently adopts these policies in catering 
to the desires of the voters cenit in the’ sky" 
or guaranteed full employment or whatever you 
want GO: Cali t.. 

COMMISSIONER LEMAN: Is there anything> 
we can ABUeb oi this? 

MR, CAMERON: We can learn to live with 
Loh 

COMMISSIONER GIBSON: Don't we learn any- 
thing, though, from our experience? Look at what 
some of the European countries have done. They 
had a highly inflationary situation in most cases 
UpTiuUNn Gls six Denes years ago. Most of these 


countries have taken their affairs in hand and 
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gotten them in reasonable shape. Great Britain 
has been through two tight money situations and 
now, in an effort to improve their basic economic 
affairs she is talking about taking a very long 
and difficult step and going into the European 
common market. 

In the States you point to their policy 


in the last few years. They have shown some 


reasonable measure of restraint under considerable 


political pressure. I just cite these things to 


you LO show that it is perhaps not quite hopeless. 
in CCAMER ONsqeaiNio 40s mie not hopeless 
and in the European countries either, their 


currencies go right down, not once but twice. 


COMMISSIONER GIBSON: The British did 
not. 

MR. CAMERON: In the case of the French 
france we would be as well off with the 1870 French 
franc as the United States would be with Confederate 
money. They learned the hard way. The British 
did not quite have to learn the hard way because 
they would probably have been on the brink of 
starvation if their currency had gone any lower, 

I think the United States has now realized that 
it must put its internal housekeeping in order; 
otherwise, its reserve of gold may be drawn away 
from it and the dollar may have to be debased. 

COMMISSIONER GIBSON: But they are facing 
the problem, 


MR. CAMERON: I think they realize the 
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problem. I am not quite sure whether we in Canada 
have not been living in a bit of fool's paradise 
during the last 15 years. I won't use the phrase 
living beyond our means but maybe we need a shock. 
. COMMISSIONER BROWN: Would the pressures 
of a free exchange rate bring this about? 

MR. CAMERON: The pressures:.of .a tree 
exchange rate unfortunately can be altered by 
monetary policy. I think perhaps the exchanze 
rate has been the make-way for all the See things 
we Wanted to do. For instance, in making money 
unduly tight several years ago we created situ- 
ations which drove borrowers into the United 
States markets who brought back United States 
funds in even greater volume than we needed to 
cover roumibatlanc ee rot payments deficit at whatever 
was the equilibrium level and the surplus United 
States funds drove the price of the American 
dollar down to the point where imports were 


attracted into this country which would not have 


come in at the higher rate for the United States 


dollar, 

Now, We have reversed ourselves and we 
are £Oing the other way. If we made mcney too 
easy in this country I am sure that our exchange 
reserves would disappear if we tried to hold the 
rate or that our dollar would to a most significant 
ciscount if we raised the rate and this would raise 
Ghe. cost rot rliving pacdlhws twould ‘be sascutecin real 


wages. This would probably restore our competitive 
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position except that those who save money would 
lose a good portion of the value of their savings 
if the prices went up. 

Another way to get on the track is by 
cutting money wages but that is politically un- 
palatable and would visit great suffering on those 
who are heavily in debt. 

I think the mills of the gods are grinding 
in the direction of teaching us a lesson but whether 
ro Oe im Une orm of depleting ae tae reserves 
or diminishing vaiue for our dollar or a rise in 
domestic prices ora combination or all three ac 
different Vimes LP con urknowi pute.’ caine 
continue to run deficits in the order of three- 
ee of a million when we are supposed to have 
a seven, per cent increase in G.N.P. this year that 
Wevatecin Pom. Some trouble. 

COMMISSIONER GIBSON: Looking ahead in 


the usual western world environment, the environ- 


ment in which we live, what do you see -- gradual 


imcvease inthe world ricerlevel, a relatively 
stable world price level or what? 

Mi CAMBRION "EOC ate commodities epic gy 
evel Beu CGneaper, sir, 

COMMISSIONER GIBSON; You are not con- 
cerned about the world inflationary environment 
for the time beings? 

MR. CAMERON? @ Not’ particularily. ° TIT think 
that we are more prone to inflationary pressures 


here than perhaps the Americans and perhaps the 
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1 ees a general notwithstanding what is going 
2 on in Germany at the moment because I think they 
3 have shown in the past the will to correct things. 
4 COMMISSIONER GIBSON: You would not go 
5 along with this idea that there is a permanent 
6| tendency for prices to go up two or three per 
i cent per annum over a long period? 
8 MR. CAMERON: Services perhaps and manu- 
9 factured goods prices with higher labour content 
10 but we seem to be getting into an area of over- 
11 production of basic commodities which would tend 
2 to hold prices stable or bring them downwards and 
3 that is all the more reason for us to keep our 
14 own costs in line because we ourselves are 
15 producers of some of these basic commodities for 
16 the one markets. 
17 7 THE CHAIRMAN: Have you any special 
18 views in relation to sales of securities regula- 
19 ||. we Whether or not it would be desirable to 
20 have La Ee en COMMESS DON SOR pends wy /C.e dan 
21 |) Canada so that there would be uniform regulations 
22 . throughout the country? | 
23 | ‘MR, CAMERON: dust vather general ones, 
24 Wein Mon OG ides t in BNL ays Securities .but 
25 pees ave Some things that:E think,are .desiderata.. 
26 in this country and that they could be more easily 
oa attained under one set of laws instead of ten 
28 | jurisdictions enforcing, what the Saskatchewan 
29 commissioner says is 25 different sets: of laws. 
In the past there have been cases of 
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unscrupulous operators who get ruled off the course 
in one province setting up shop somewhere else and 
doing damage before they could be brought to book. 
2 Would think that if there in d a federal juris- 
diction one false step and they would be throuch. 

Another thing that appeals to me about 
What the Americans do is take steps to prevent 
directors and officers of companies from taking 
Undue advantage of inside information purely by 
compelling them to publicize transactions the sHetes 
of the donpaltiies in which they are interested. 
Since stock exchanges operate under four different 
jurisdictions it might be better if there were one 
law governing them all so that no one in any one 
province would be any less subject to such re- 
quirements. 

Another thing that the Americans have 
done with their S.E.C. regulations is compel the 
production of most voluminous prospectuses with a 
great /nore information than is the case in this 
country. I suppose some people do not read them 
but the informaticn is there. I think that could 
be better done under one Jurisdiction; otherwise, 
you would find people filing their prospectuses 
in the most easy-going manner to provide the 
MLM iLMun of intormat ion. 

One other thing, I think stock exchanges 
have got to be a place where a buver and seller 
meet on an even basis in a really: free market. One 


of the rules in the United States Was. that stock 
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exchanges were not places to be used where distri- 
bution of treasury stock takes place because this 
Sets up a situation where there is profit to be 
made in distributing Lea Sir rSL OC sel Ey wes senile 
that the public ought to be able to tell from 
looking at the quotations that a company is dis- 
tributing treasury stock but they do not. There 
again, if that were deemed desirable I think it 
would be better that there was one jurisdiction 
rather than some saying you can do it in Reet ek 
vince and others saying you cannot in the next 
province, 
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2 
3 THE CHAIRMAN: There may be some question 
al. about that, but we are interested. We have had a 
} number of witnesses before us who have discussed 
; this problem and we thought perhaps you would have 
" some useful views on it. It may be there are 
y constitutional difficulties, but nevertheless it 
) is a problem. 
9 MR. CAMERON: There may be the trade and 
10 commerce definition. 
11 THE CHAIRMAN: 1 dontt know we need to 
e figure out what it means or what would have to be 
used to accomplish the purpose; but the question 
i as to whether it would be desirable is a question 
° which, I think, is relevant to out inquiry. 
15 . MR. CAMERON: I think it would be basically 
16 desirable. 
17 COMMISSIONER MACKINTOSH: The London 
18 Stock Exchange provides for primary distribution, 
19 doesn?t a 
MR. CAMERON: JI am not sures sir. 
a THE CHAIRMAN* Is there much primary 
ta distribution on the Toronto Stock Exchange now? 
22 MR. CAMERON: I believe there is in one 
23 field of mining and oil shares; additional options 
24 were granted to promotersoe 
25 COMMISSIONER LEMAN: I would like to ask 
%6 one more general question: To what extent do you 
s believe that monetary policy can be effective in 
Canada in our circumstances for the objectives 
2 that you, at least, seem to recognize in your brief? 
es In a way you seem to suggest some amendments to 
30 the way the Bank of Canada should act which, to mes 
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indicate it may weaken a little bit their powers 
of control, and even with their present powers of 
control -=- assuming, of course; the objective is 
not wrong in the mind of the Governor at the time 
he adopts the policy. 

MR. CAMERON: Your question is basically, 


do I think monetary policy will work in Canada? 

COMMISSIONER LEMAN: Yes. 

MR. CAMERON; I think that monetary policy 
in Canada can only work to a rather limited degree 
should it be in conflict with the monetary policy 
of the United States. Commerce and money have a 
common propensity to find their own levels in that 
the Ameri can’ --~ well, l think’ Mr.» Towers! expression 
was, that a few splashes of water to the Americans 
could Deva tT lood “heres “iVthink *thi s: works tor this" 
day also. 

COMMISSIONER LEMAN? Would this argue for 
having more power of control in Canada; in otler 
words, where you are more exposed you need more violent 
ACULOR? 

MR. CAMERON: I think if we take any violent 
action to insulate ourselves against some particular 
happening in the United States that we will probably 
build up insome other area a counter-pressure as 
a result of our divergence from their policy. let 
me put it this way: If our money rates diverge too 
far from those of the United States you begin to set 
up exchange flows, and if they attain a large magnitude 
you are going to have a change in the exchange rate 
and a change in the propensity to export or import. 


If you had a fixed exchange rate and a divergence of 
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2 
3 interest rates and a wide degree between here and 
4 the United States, you would have the government in 
5 the position of having to run its exchange reserves 
é down in maintaining the fixed rate, or being .on the 
receiving ends as you were in 1950, of great gobs 
i of money which the government would have to find 
: the wherewithal to finance. I don’t think there is 
i any way you can get away from the iufience of 
10 United States monetary policy to any material degree 
11 without setting up an embarrassing force in some othr 
12/ areao 
13 COMMISSIONER LEMAN: You mean we have to 
| trust they) willvadoptitheyright policies? 
| MRe. CAMERON’. Ll amafraid that..we. are: not 
i. exactly the thirteenth federal reserve district, but 
: we are imperfectly insulated from.the other twelve. 
Fela THE CHAIRMAN: Our policy would necessarily 
18 have oe be conditioned to their policy, and it may 
19 rot necessarily be exactly the same. 
20 MRe CAMEROONS With minor differences. 
o THE CHAIRMAN: With minor variations: You 
see that as inevitable? 
i MR. CAMBRON: eas sir. You have probably 
- aa people suggesting a regional monetary policy 
24 for Canada, and other people telling you this is 
25 not very practical, as between the Pacific Coast; 
26 the Maritimes and the Central provinces. Well, what 
27 | tl am suggesting is that a regional monetary policy 
28 for Canada alone is rather difficult when we have 
ac sO many agenciess; especially borrowers and lenders, 
having access to the United States markets, and if we 
set up barriers in one direction we Bet these forces 
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in the other direction. If we fiddle with our 
interest rates we pay the price on the exchange rate, 
and if we fiddle with our exchange rates we may pay 
the price on the interest rates. 

COMMISSIONER GIBSON: Mr. Towers once made 
the statement that to combat inflation in this country, 
Lo woUuLG be "Very dirta cul ror Us ‘to do better Chan th 


Americans; we would have to work fairly hard to do 


as well, and we could easily do worse: Do you agree 


with that view? 

MR. CAMERON? I would agree with that 
eons late 

COMMISSIONER BROWN: In connection with the 
money market you suggested that the present restrictiv 
money market could be changed and that the money 
maeket should be thrown open to all dealers who wish 
to participate on the basis of the margin requirements 
Suitable for the particular piece of paper they wished 
to deal in: Would you like to expand on this a little 
as to what extent you think this might make the 
Bank of Canada*s position a little more difficult 
Or poss TD. y HEE REY? 

MRe CAMERON; At the moment you have a 
restricted number of dealers enjoying the privilege 
of membership in the money market which includes, 
first of all, the privilege of borrowing against 
certain collateral at special day-to-day rates at 
the chartered banks, and in the event that supply 
of money dries up that they have recourse to the Bank 
of Canada bank rate. Other dealers against the same 
collateral may not enjoy the privilege of day-to-day 


loans from the chartered banks nor the accommodation 
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1 
2 
3 at the Bank of Canada. In return for thisprivilege 
4 dealers who are members of the official money market 
5 find the Bank of Canada displaying a fatherly interest 
6 in what their portfolio contains, which must be 
: Canadas under three-year term -= including Treasury 
bills, and I suspect there are some members of the 
: money market who make good money out of their dealings 
in these securities, and there may be others who 
10 stay in th game not because they are making any 
11 money out of it but because there is a certain 
12||_ prestige attached to it. If the thing were thrown 
13 open to aver code I thimk there may be some of these 
a who are staying in for prestige reasons who might 
do a good deal less, and that the main volume of 
ie the market would probably get into the hands of 
four or five principal operators, such as the English 
17 Discount: Market is in the hands of approximately 
18 a dozen, but that the other dealers enjoying equal 
19 privileges as and when they chose to exercise them 
20 would exert a discipline on the market as the outside 
1 houses do in England. ie the English money market 
‘ decide to gang up on the Bank of England and put in 
an unreasonably low bid for bills, the outside houses 
. ee ee get them, and I think that if the marke 
ae became a market. of four or five dealers here doing 
25 most of the business that the rest of us could come 
26 | and gO as we saw fit, and if we thought bills were 
27 || going too cheaply we would be able to impose a 
a | discipline on those major houses, but that your 
09. market over-all would be broadened in the number of 
«| people who would participate in it. The bank would 
| probably ‘foe have the same control over the members! 
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inventories o 

COMMISSIONER BROWN: ‘his would indicate 
that you assume the market would get into a narrower 
control at the expense of the Bank of Canada, really? 

MR. CAMERON: I think there are people who 
are, to use the vernacular; engaged in shovelling 
smoke part of the time. If they are members of the 
money market, "we may not want to bid for bills this. 
week but we feel we have to". 

COMMISSIOER BROWN: And your idea was that 
this creates a false market? 

MR. CAMERON: 4nd Ge is a condition of 
the market you can well be without. 


COMMISSIONER BROWN: It would be a truer 


 marketeilf it wereofree? 


MR. CAMERON $ one it would be much better 
if there were 40 people able to go into the bill 
market as and when they felt like it and not because 
it was expected of them. 

COMMISSIONER BROWN: Where would you draw 
ae line == anybody on the Bank of Canada list could? 

MR. CAMERON: 4nybody on the Bank of Canada 
list who was willing to post the necessary margin. 

COMMISSIONER BROWN: And this would be 
without limit on exce3s -- I just wanted to get a 
little more detailed picture of how it would operate. 

MR. .CAMERON: If you are bidding the 
3 per cent basis for three-month treasury bills 
your price is about 99-1/4. So, even to post the 
full margin between the 99-1/h price and maturity 
price at par would only require 3/ of a point. 


This might make it attractive for a fellow who 
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hadn't thought he had a market for bills in the 
province next week, to bid for bills, and the margin 
is not onerous; it would cost him $7,500 on a 
million at full margin, and at that the margin may 
be only half of that. 

COMMISSIONER BROWN: And would you have 
all these dealers having access to the day-to-day 
money market? 

MR. CAMBRON: Yes I think..that) under our 
pete eae d bank system that would be feasible, and 
with the Bank of Canada branches. 

COMMISSIONER MACKINTOSH: Later on you 
speak of conflicts of interest in the securities 
market; Would this be relieved if the underwriters 
were hag aaa from the distributors and dealers? 

MR. CAMERON: I would hope it would be; 
although our markets are small enough it may take 
some time before we develop a full complement of 
brokers, jobbers and underwriters such as the 
English have. 

COMMISSIONER MACKINTOSH: JI gather -- or 
I. think I remember gathering from the Radcliffe 
Report that jobbers were a disappearing race in the 
English market. | 

MR. CAMERON: They have been rather badly 
hit by the activities of the Bank of England at 
times, and also by the incidence of succession 
duties which has impaired their capital. JI recall 
from Radcliffe one gentleman, Sir Frederick Leaf 
Ross who complained vociferously that the Bank of 
England on one occasion called an waite for redemption 


and apparently brought out a new issue on which the 
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1 
Z 
‘| jobbers took a parks and within ten days raised 
4 the bank rate substantially causing 5 pointsioss on 
5 this bond within a month. 
: COMMISSIONER BROWN: ‘his is like the 
conversion loan. 
i MR.e CAMERON: Whichs on a five-year bond, 
2 is quite a substantial loss. ‘Sir Frederick's 
9 complaint was that the Bank of England was rigging 
10 the market and trying to take advantage of the 
11 jobbers. | 
aa COMMISSIONER MACKINTOSH; I gather your 
ie view is that it would be desirable if underwriting 
was separated from distribution, but that you think 
ne any divorce of that kind would take quite a while 
i having regard to the size and continuity of our 
Le markete 
iW) MR. CAMERON: I think that brokers and 
18 underwriters should be separated eventually so that 
19 you will know whether the customs man, the salesman; 
20 is. acting as your agent or whether he is the employee 
a of the house engaged to distribute the house's 
merchandise. 
re COMMISSIONER MACKINTOSH: Dontt they always 
i state SE ues they are selling this as agents or 
24 principals? 
OS MR. CAMERON: It is probably all there in 
26 the fine type, but I can assure you the average retail 
27 client -- and I remember in the days when I was 
28 engaged in the business that involved retail clients -- 
seldom understoode 
29 
THE CHAIRMAN: Just one point I would like 
- t refer tos; going back to what you mentioned earlier; 
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you mentioned it in your additional submission, where 
you say: "Keynes, in the early 1920's,cites similar 
pracezlevelstfor ithery earse1626,5, 1844, 185541862, 
1871 and 1915, and a somewhat lower common level 


For 264u4,0lselvandtigllwka From LS26):to: 191... the 


maximum price variation in any direction was 30 per 


cent." «Is it not true that during those periods 
when the price level fell that there were serious 
depressions in Great Britain? 

MR. CAMERON: ees there were, sir, and 
in those days I think the adjustment of the economy 
is not reflected in the value of money but in the 
Standard of Iving of the working man and on the number 
of unemployed. 

THE CHAIRMAN: ut when the prices were on 
rise the depression disappeared, or it was alleviated? 
“oy MRs CAMERON: “And I doubt if the working 

man got a commensurate increase in wages. 

THE CHAIRMAN: He may have got some wages; 
and he wasn't getting any before. 

MR. CAMERON: He got more work. 

COMMISSIONER MACKINTOSH: Aside from the 
early years after the Napoleonic war real wages in 
Britain rose pretty consistently during the 19th 
century and including the depression period. 

MR. CAMERON; You were getting a real increase 
in productivity throughout most of that period and 
the development of new sources of raw materials and 
more economic ways of transporting them. These were 
the things that tended to make it easier for the 
British to, possibly actidentally, keep the purchasing 


power of the pound within reasonable limits and make 
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1 
2 
3 the gold standard work. 
y COMMISSIONER MACKINTOSH: Well, popular 
‘ standards have changed. We had a cost of living 
commission in this country about 1912 tackling 
; Ge weit Ga Wht a. OG) thats the acostwoe Living: had 
‘ risen about 1 per cent per annum over the past 12 
8 Cie Lome a nc. 
9 MRe CAMERON: I am afraid you might have 
10 to have another five royal commissions in the next 
il year. 
‘a THE CHAIRMAN: Apparently that royal 
Ha commission did not cure anything. 
| COMMISSIONER GIBSON: I have one question: 
a You say in the brief at page 20 that Canada's N.HeA. 
. mortgage, affording 6-3 per cent to institutions, 
16 is far more attractive than long Canada bonds at 
17 Just over 5 per cent. We have heard quite a few 
18 | witnesses who don?t Spree mW AChaV OU. enayteelw thas 
19 mucho should.bée done to make this N.H.4. mortgage 
a more attractive and more interesting. Do you have 
any views on this about a market for these mortgages? 

a MRe CAMERON: My view is, from the 
as institutional point of view, most of our institutions 
23 were in the conventional mortgage business long before 
24 the N.HeA. they have facilities for servicing 
25 mortgages, and it would cost some ofthem possibly 
%6 one-half of one per cent if they had a large volumes, 
07 so that they met six, and this does make it more 
a attractive than a government bond at five. 

COMMISSIONER GIBSON: Do you see quite a 
i lot of institutional buyers buying these mortgages? 
ao MR.e CAMERON: No, they are usually placing 
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there!.1S) probably only an wanclination tasave. so 


appealing to this type of buyer; and you succeed, 


would accomplish. 
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them rather than buying them. 

COMMISSIONER GIBSON: Placing them in 
funds, and so on ? 

MR. CAMERON: Well, the figures show there 
is quite a volume done by the private insurance 
companies with some exceptions. those exceptions 
do a large mortgage business but prefer the 
conventional mortgage. 

As to making the mortgages marketable in 
the sense they can be sold to the small. investor, 


I think out of a given disposable personal income 


much, and if you are going to make mortgages more 


you are going to diminish his participation in other 


forms of saving, be it savings bonds or bank deposits 


orr the 1ssues of other borrowers?) 2) thinkthere’ is 


perhaps too much emphasis put on this for what it 


COMMISSIONER GIBSON: Thank you very much; 
Mr. Cameron. : 


THE CHAIRMAN; Thank you very much indeed, 


Noel Cameron; it has been a most stimulating discussion 
and we are indebted to you for your excellent submission. 
MR. CAMERON; Thank you for the privilege 
of appearing, Mr. Chairman. 
THE CHAIRMAN: We will now adjourn until 
Gel5 tomorrow morning. 


~-= Adjournment. 
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1 
SUMMARY 
: This submission touches on two areas under 
3 consideration by the Royal Commission on Banking and 
4 Finances 
- Economic growth, and specifically the inadequate 
4 flow of capital into certain vital sectors; 
6 ~- Chartered banks, and specifically their use of 
7 inner reserves. 
Our analysis suggests that the high investment rate 
8 we enjoyed during the 1950's did not produce a sound 
9 base for expansion in the 1960's. We find the economy 
10 needs revitalization. Fortunately the ingredients are 
all available, but they require stimulation and 
11 direction. We find need for: 
12 ~ More private investment in areas that will 
produce Canadian jobs and Canadian goods and Canadian 
re technology; 
= ~ More government investment in social capital; 
15 - More capital for small business expansion; 
- More capital for mortgages for used houses. 
is The program we assemble to meet these needs involves 
17 Specific investment projects totalling more than $4,000 
18 million and provides incentives for desirable 
investment by private citizens and industry. 
i Revenue losses are offset throughout--there need be 
20 no deficit financing--and the basic program could be 
1 implemented immediately. 
22 We begin by examining the chartered banks, We find 
43 their accumulated tax-free inner reserves are excessive, 
Under current practice they constitute a permanent 
24 government subsidy, on which the banks over the next 10 
25 years could net $100 million. We find the inner reserves 
cloaked in needless secrecy which misleads the public 
es and shareholders, We find they contribute to excessive 
27 bank earnings. Lastly, we find the banks deliberately use 
28 inner reserves to disguise the true course of earnings 
% | and profits. Against a declared rate of return of 6.9 per 


cent, we find an actual rate of 10 per cent, 
30 
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We propose that tax-free inner reserves be limited 
to three times the average annual loss experience for 
the previous 25 years. The tax liability this woulda 
establish on present reserves--about $150 nillion-- 
should be paid within 10 years in equal annual amounts. 
We also suggest fuller disclosure of inner reserves, 

We propose the government use $50 million to 
guarantee private lenders against loss on mortgages 
for used houses, and $100 million to guarantee private 
lenders against loss on loans for small business 
expansion. This would result in mortgages and loans 
worth $3,500 million. 


We attempt to meot our other goals by a better tax 


.mix, to stimulate growth, and through more government 


investment in social capital, to provide research 
facilities and improved education and technical training. 

We provide investment incentives through personal 
tax reductions and accelcrated depreciation. 

To mect these revenue losses, we suggest taxation of 
capital gains and an increase in the manufacturers sales 
tax. We propose to shift some of the tax burden from 
income to consumption. 

Besides the stimulus of this program to growth, there 
would be a net gain in government revenues throughout. 
This would finance the government's social capital 
program. Within five years, this investment would amount 
to $800 million in current dollars. Using only a 
conservative multiplier, this alone would raise GNP 
by $1,600 million. | 

The introduction discusses the economy and some of 
its needs. Recommendations dealing with the banks ana 
the mortgage and loan program are under "Recommendations 
I." Those dealing with the tax structure are under 
"Recommendations II." Each is preceded by an analysis of 
the area concerned, and followed by a discussion of the 
program's effects. Documentation and tables are 


contained in the appendices. 
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1 
2 INTRODUCTION 
3 ane Canada is at a crossroads, 
2e The boom country of the 1950's has lost its 
4 economic momentum. It is drifting indecisively. 
5 Je As citizens concerned that the nation regain 
P momentum, we welcome this opportunity to place our 
views before this Royal Commission. Our submission is 
7 limited in scope, but our suggestions may provide some 
8 guidelines for the road we all want to follow. 
4. The steps a country in economic difficulties 
: must take can never be popular. We believe, however, 
10 that the people are prepared to accept direction back 
11 to the high road to prosperity. Whatever recommendations 
are made and whatever structure is devised, the result 
t2 will not be perfect to all. To do nothing, however, 
13 is to do harm to all. 
14 ome To a large extent, the success of economic policy 
depends on the reactions of the private sector. To a 
15 larger extent, it depends on the leadership and role 
16 of the federal government. 
66 We do not start with any predilection for 
if government as against private investment. We do not 
18 think that men in government are better than private 
19 entrepreneurs at judging the outcome of particular 
investment projects. We do. think government is better 
tk able to judge the outcomes of various constellations 
21 of investment programs. It is also better able to 
22 assume the risks associated with them, since many of 
the rewards accrue, not to the particular projects in 
“ig which the initial investment is made, but to the 
24 nation as a whole. 
25 Te This role of leadership=--not to be confused with 
control--was reflected by the Commission on Money and 
- Credit, a privately-sponsored group which last year 
24 completed a survey of U.S. financial institutions, 
28 policies and practices similar to the one this Royal 
Commission is undertaking. 
29 
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2 8. Its recommendations, particularly in the area of 

3 banking and credit, reflected a consensus that the 
government's role is large and that it has a prime duty 

to do all it can to spur growth. It is to this’ task of 

5 providing leadership and incentives that we have 

6 directed ‘this submission. 

7 9. For more than a decade Canada experienced 
prosperity with little effort. We had a high volume of 

: public and private investment. We enjoyed full employment 

9 and worried about demand inflation. Yet we ran into 

10 difficulties. We discovered the lasting truth of John. 
Stuart Mill's dictum, "The demand for commodities is 

11 not the demand for labor." More importantly, we ran 

12 into economic problems at a time when other countries 

13 were regaining prosperity and growth. 
age The result is that at a time when international 

14 opportunities are calling, we are not able to respond, 

15 The high rate of investment during the 1950's did not 
produce for the 1960ts an economic structure emphasizing 

Canadian jobs and Canadian goods and Canadian technology. 

17 Now the rate of investment is dropping dangerously. 

18 Lis _ The problem is to make the nation move ahead 
again. We have the capacity to do so. If the world were 

a frozen in present stages of economic development, we 

20 would be the second most prosperous nation. We have a 

1 high level of know-how and technology. We have vigor | 
and desire. Since the world is not frozen, but ever 

22 more dynamic and competitive, the task is to redirect 

23 our capacities towards the goals of economic prosperitys 
Full employment, rising growth, stable prices. 

a 124 Our analysis concludes the nation's main concern 

25 is a lack of investment producing Canadian jobs and 

26 Canadian goods. We find an improper mix of taxes and 
incentives which impedes the best flow of resources for 

ca expansion and development. We believe the answer lies in 

28 _ added incentives, to industry and citizens, to invest in 

29 areas that will produce Canadian jobs and Canadian 


30 goods and Canadian technology. 
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L3% We also believe more investment is needed in 
social capital, Canada, as WeW. Rostow noted in his 
analysis of economic growth, entered the stage of mass 
consumption before technological maturity was attained. 
We have not, on the whole, invested enough in the social 
foundation that sound economic ouowkhraduives. A 
Skilled and efficient labor force depends on the quality 
of secondary and university education. New industries 
and technology depend on research and development. 

14. Too frequently investment is thought of only 

in terms of machinery and equipment. Too frequently 
education is classed as consumption rather than as 
investment. In recent years too much lip service and 

not enough money has been devoted to improving ana 
widening university and technical trainings. Overe 
whelmingly we must invest in people. They are our 

most precious resource, The Royal Commission on Canada'ts 
Economic Prospects saids 


L5G "The Canadian economy must accomodate itself 
continuously to the conditions of a highly competitive 
world in which the pace of growth and development will 
be determined largely by the ability to use the fruits 
of scientific research and technological improvements. 
The free flow of scientific and technical information 
between countries is in the interests of all. Canada 
has gained and will continue to gain from the process, 
But the rate of growth in Canada would be retarded if 
Canadian industry were to rely to too large an. extent 
on innovations originating in other countries, In our 
own interest we must make a significant original 
contribution to technological advance, This means 
expansion of support for research and of the numbers 
of qualified research scientists, and an adequate 
Supply of the skilled workers necessary to apply the 
new knowledge and techniques."° 


16% Last year's Bank of Canada report emphasized 
the continuing needs 


17. "Investment in human capital can at timeS do more. 
for growth of output than investment in physical capital. 
Improved education in general, higher education for a 
larger proportion of those leaving high school, 
technological development and training, scientific 
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research, and the development of skills and aptitudes 
of the widest diversity as required in modern industry, 
can produce very marked increases in productivity and 
in total production. Such an improvement in human 
capital can help to develop new forms of industry and 
rapid expansion in the advanced technologies more 
effectively than can be achieved by straining for more 
and more physical investment whether provided by 
foreign investors or otherwise." 


Ss We believe investment in social capital has 

been lagging. The glamor of space and defence needs 

of the cold war have caused some increased awareness 

of the need for research and development. An example 

is the Defence Industrial Research Program, under which 
Ganadian firms AR get government help at scientific 
and financial levels for projects with reasonable sales 
potential. y But Canadian research and deve looment (as 

& percentage of GNP ) is only one-third that of the U.S. 
or Britain. It is vital to urge greater effort, and 

not only in the military field. To spend proportionally 
half what the U.S. devotes to research arid development 
would require additional expenditures of more than 


$200 million. (See Appendix I,) 


19, To accomplish 211 our goals requires action by 
government, industry and citizens. The government can 
determine the extent of its own contribution anda 
fulfill it. It can only provide incentives, however, 
to insure that industry and the populace carry out 
their roles. We believe these incentives are missing 
in todays financial structure. We believe they must 
be carefully shaped to produce the desired effects, 
But they must be provided. 


20. "Neither coercion hor cajolery is’ consistent with 
the principles of a free economy. Freedom implies that 
the individual can choose his occupation or choose 
between working and not working; and the amount of work 
he does is related to his material rewards and 
expectations. If the most effective use is to be made 

of human resources the question of economic incentives 
to the individual therefore cannot be brushed aside,"© 
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1 
2 ; 
els We propose to examine areas where meaningful 
3 steps could be taken to provide these incentives. If 
4 it is possible to also correct inequity in the existing 
structure, we attempt to do so. We Suggest the following 
3 program to raise public and private investment, aimed 
6 at Canadian jobs and Canadian goods and Canadian 
7 technology: 
- A reduction in personal income tax rates3 
8 


- Canadian dividends and interest tax-free up to 
9 $503 


~ Accelerated depreciation for certain types of 


10 
7 Capital assets; 
11 - Increased government investment in social capital; 
12 - Government programs to raise the flow of funds 
13 into mortgages and small business expansion. 
22% To obtain revenues for this program we propose: 
14 ~ Taxation of capital gains of more than $5003 
15 - An increase in the manufacturers sales tax; 
- Withdrawal of tax exemption from excessive inner 
” reserves of the chartered banks. 
17 236 We propose to use the Special tax from the 
18 | chartered banks to finance mortgages and small business 
expansion. Our program would produce $3,500 million 
_ in mortgages and loans, 

20 24. The rest of our program would increase the flow 
1 of private investment into industry and the amount of 
government investment in social capital. Neither 

e deficit financing nor a redirection of present 
23 government revenucs would be necessary, In fact, there 
24 would be a net gain in government revenues, to finance 
its expanded social capital program. This new govern 
a ment investment would total $800 million within five 
26 years, After a conservative multiplier effect, this 
07 would add more than $1,600 million to GNP, 
25% It would be irresponsible to claim the nation 
a8 could move itself ahead effortlessly. The argument on 
29 whether the key, however, is to increase demand or 


30 supply is as old as economics, 
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266 The right emphasis varies with specific 
Sitvations and aims at some bLalanie-eg program where 
Suprly stimulates demand and demand seis the Stage for 
further increases in supply. The essence of the 
argument, in fact, dates to Ricardo and Malthus: 


2k Malthus stated: "Yet it wiil be most readily 
allowed that the saving from revenue to add to capital 
is an absolutely necessary step in the progress of 
wealth. How then is this saving to take place without 
producing the diminuition of value apprehended? 

"It may take place, and practically always does 
take place, in consequence of a previous increase of 
value, or of revenue, in which case a saving may be 
effected, not only without any diminuition of demand 
and consumption, but under an actual increase of demand, 
consumption and value during every part of the process. 
And it is in fact this previous increase of value and 
revenue which both gives the great stimulus to 
accumulation, and makes that accumulation effective in 
the continued production of wealth." 

Ricardo commented, "This is the way undoubtedly," 

Malthus added, "The fortune of a country, though 
necessarily made more Slowly, is made in the same way 
as the fortunes of individuals in trade are generally. 
made=—by Savings, certainly; but by savings which are 
furnished from increased gains, and by no means involve 
a diminished expenditure on objects of luxury and 
enjoyment." 

Ricardo commented, "It will however be allowed 
that an individual may improve his fortune by a 
diminished expenditure on objects of luxury and 
enjoyment. Why may not a country ao the same?! 


28 Canada has reached a standerd of living where 
it is reasonatle to tax consumpticn to finance 
progress. AS &n economic and social goal, inequality 
has been declining in urgency. The urgent need is to 
revitalize the economy on a sound foundation, 


oo "From a dollars-and-cents point of view, it is 
quite obvious that over a period of years, even those 
who find themselves on the short end of inequality 
have more to gein from faster growth than from any 
conceivable income redistribution."® 


5G; We recognize, with regret, that today those at 
the bottom may be particularly unable to make their 


plight heard and known. Their unhappy situation is a 
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task for other government legislation than may be your 
concern. But the pattern of repetition can be broken 
only through an increase in social capital. To 
eliminate the residuals of poverty the nation must 
invest in high-quality schools, strong health services, 
slum clearance, expansion of low- and middle-income 
housing. , 

31. An ideal investment and tax scheme is perhaps 
not immediately attainable. We would prefer, for _ 
instance, a combination of net worth and expenditure 
taxes in place of the income tax. There are still too 
many practical difficulties to recommend this. We do 
urge the Royal Commission to recognize the pressing 


need for change and to provide practical guidelines, 


CHARTERED BANKS 

326 Canada's chartered banks enjoy a position of 
privilege and a role of public trust. This is 
reflected in special legislation dealing with banks 
and in the mandate of this Royal Commission. It was 
acknowledged by the president of the Canadian Bankers 
Association in 1944, S.W. Wedd, who identified the 
chartered banks as "quasi-public servants."9 : 

336 Our main concern with the banks is the system 
of tax-free inner reserves. This allowance has so far 
deviated from its original purpose that it now 
constitutes a permanent government subsidy. It is 

used to hide from the public and shareholders the true 
nature of bank earnings, and it has contributed to 
excessive earnings. 

34-6 Inner reserves represent an accumulation of 
annual charges to operating earnings, to guard against 
losses on loans and investments. The policy is 
sensible. Since loans made in a specific year may 
become bad debts in a future year, it is reasonable to 
allow the banks to provide for probable loss before 


computing their tax liability. 
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1 
: 356 The complexities of administering this policy, 
3 however, have led to a situation where the banks are 
4 allowed to accumulate a tax-free amount out of all 
proportion to the losses they might suffer. The banking 
5 Structure has changed, economic controls have developed, 
6 but the banks continue to calculate tax-free inner 
~ reserves as if a depression worse than that of the 
1930's was around the corner. The result is a permanent 
8 reserve of more than 30 times average annual losses of 


9 the last 25 years. U.S. commercial banks since 1947 


have been allowed a reserve against losses of three 


45 times the average loss ratio of the previous 20 years. 
11 Other Canadian companies may only claim tax~free 
12 reserves based on estimated losses. 
306 To the extent that tax-free inner reserves 
‘ overstate probable losses, they constitute an 
14 unwarranted tax benefit or subsidy. The average annual 
15 loss experience from 1936~60 was ,167 per cent. We 
i calculate the accumulation of tax-free inner reserves | 


at the end of 1960 was more than $325 million or almost 

17 9 per cent of related assets. (See Appendix ITI.) 

18 Py The excess against what is actually required 
appears to be $300 million. Since under current practice 
this need never be reduced, it provides the banks with 

20|/ $150 million they would otherwise have to pay in taxes. 

In essence, this means a permanent interest~free loan 

from the government. The use of this money. for.:1.0 

years, at a5 per cent net return after taxes, would 

23 yield another $100 million. 

386 The status of tax-free inner reserves has been 

discussed at every revision of the Bank Act in this 

century, with special attention in 1944 when they were 

26 the subject of a formal statoment by Hon. J.L. Ilsey, 

Minister of Finance, The statement received less 


attention than it deserved, having been delivered 


28 June 6, 1944, 
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1 

2 390 There are other undesirable aspects to the 

4 inner reserves, 
40. The secrecy surrounding them is unnecessary and, 

" unfair to both the public and 100,000 holders of bank 

5 shares (as estimated by the Canadian Bankers, Association 

6 dn, 1960). While the Bank of Ganada. reports the annual 

| charge to earnings for innor reserves of the charterod 

a banks as a group, individual banks do. not make public 

8 either the annual appropriation. or. the accumulated 

9 balance. In effect, a bank's annual report shows 
assets and carnings after innor reserve transfers. 

” Adie. The inner reserves, however, increase a bank's 

11 working capital, which is particularly important to 

12 accurately determine the book value of a chartered 
bank. Im the last six years, for every $1 of net 

13 earnings. roported by the banks, an average of 32 cents 

14 has been added to inner reserves, 

15 42. Seme bank officers might argue this is of no 
concern. to shareholders, The president of the Canadian 

16 Bankers Association in 1954, T.H, Atkinson, saids 

4, 434 " « e e the contingency reserves are not part 
of the banks! capital funds in the sense that they do 

18 not belong to the shareholders. They are built up to 
cover losses in investments which are bound to take 

19 place from time to time. They tend to be large when 

20 times are good and loans ee and they are oe 
inevitably drawn upon when times are less favorable." 

21 44, To the extent that reserves permanently exceed 

2 losses, they do belong to shareholders. Assessments 
of bank stocks try to take the innor reserves into 

23 account, but for individual banks are frustrated by 

24 lack of information. The present annual statements 

95 amount to misinformation and are noither in the public 
nor the shareholders' interest, 

26 45. The banks use the inner reserves to show a 

27 Steady but restrained growth in earnings. This is done 

28 through irregular transfers. In years of high operating 
carnings, net transfers to inner reserves are high. 
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In years of low earnings, nct transfers are low or 
there may be a transfer out of nyse roserves into 
current earnings. 

46. The banks have gone evon further in using inner 
reserves to disguise tho truo course of earnings. The 
net transfor to inner reserves has not consisted of 
one lump transfer to meet possible losses, but often 
of a double shift, to depress earnings to a desired 
level. First a sum is deducted from pre-tax operating 
earnings and placcd in inner reserves. Then a smaller 
Sum is transferred from inner reserves to shareholders! 
equity. Taxes are paid on the amount moved into share~ 
holders! equity, of course, but the effect on declared 
earnings is striking. There is the unusual situation 
of shareholders! equity growing more than the net 
profits less dividends, From 1956-60 sharcholders! 
equity, increased by $60.2 million from net profits 
remaining after dividends. But equity increased by at 
least $138.9 million as a result of retransfers from 
inner reserves, (Sec Appondix III.) 

47.6 This procedure is objectionable and the banks 
Should be discouraged from its practice. 

48. How far the public picture is from the truth 
can be seen in an examination of actual earnings. 
Declared net carnings after taxes for the last decade 
averaged a reasonable 6.8 por cent. When retransfers 
are included, earnings avcraged a not-so-rcasonable 

9 per cont, If actual losses rather than reserve. 
provisions are charged, carnings averaged a definitely 
unreasonable 10 per cent. (Sce Appendix TASS) 

49. This return for a relatively secure enterprise 
like banking is strikingly high compared with other 
business groups or the 7 per cent limit for regulated 
utilities. (Sce Appendix IV.) It provides a markea 
contrast with the situation in 1944 when Mr. Ilsey 
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1 
2 50. "I suggest that our main concern is to sco 
3 whother tho carnings of the banks before appropriations 
to inner reserves are excessive at 6 por cent on the 
4 sharcholders? equity." 
Ale This is how the Royal Bank of Canada usod the 
5 
device last year, To begin with a commendation, only 
6 the Royal Bank in recent years has at least included 
7 the rotransfer from inner reserves in its statement of 
| undivided profits, before the second shift into rest 
. fund. This is what the directors! report said for the 
9 year ended Nov. 30, 1961s 
10 Profits for the year, after provision 
for dceprociation and* income taxes 
11 and after making transfers to inner 
reserves out of which full provision 
12 has been made for diminuition in 
value of investments and loans...e. $20,759,844 (1) 
13 Dividends He LD. OPS sides vd Toate ss ewes 16,629,613 
14 4,130,231 
Transferred from inner reserves 
15 after provision for™ incomo 
taxes exigible COKHH HOCH LOLOL ODEO O®. 10,000, 000 (2) 
16 * Total provision for income taxes 450/750, 000)" (3) 
17 52. Since tho Royal Bank paid’ taxes at roughly a 
50-per=cent rate, it only takes some minor arithmotic--< 
18 but much careful probing--to see that not profit 
19 reported to the government was about $61,500,000, 
20 which would leave $30,750,000 and balances the 
provision for taxes, line (3). The difference betweon 
21 this and the profits the bank reported to Shareholders, 
22 line (1), is what passed through the inner reserves, 
Vine (2)% 
‘a © (2) 
536 The declared net profit por share, $3.12, was 
24 bascd on line (1). The shareholders received $2.50 
25 while apparently 62 cents went to retaincd earnings, 
26 a division not likely to arouse anyone, 
54. Actual net profit per share should be calculatea 
27 not on line (1) but on line (3), which would total 
28 $4.63. Deduct $2.50, and the true amount that went to 
99 retained carnings=+-without the public or sharcholders 
really secing it--was $2.13. 
30 
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Similarly, the declared return on shareholders! 


equity based on declared profits, line (1), is a 


healthy but restraincd 6.9 per cent. Uso the real 


profit, line (3), and it turns into an eyobrow-raising 


10.2 per cont. Truly a case of now you don't sec rus 


now you do, 


56.6 


Since the comparable figures for lines (1) ana 


(2) have added to line (3) in recent years, it's 


probable 


the Royal Bank, like most banks, is at or 


near its maximum tax=frceo innor resorves. And this 


bank, it 


than any other. 


Should be noted, is reporting more openly 


Sve In passing, wc suggest the present rate of 


return would allow the banks to raise intorest rates 


on savings accounts, to provide more capital to small 


business and to operate within a maximum interest 


rate of 6 per cont on loans, 


RECOMMENDATIONS I 
58. 
inner reserves to three times 
experience of the previous 25 
or to an amount calculated by 
review, whichever is greatcr,. 
59. The tax liability thus 


innor reserves should be paid 


The Minister of Finance should restrict tax-free 


the average annual loss 
years on related assets, 


an account=by=-account 


established on current 


in equal amounts over 


& period not excecding 10 years, 


60. 


The government should earmark this revenue 


for two funds: (a) One fund of $50 million to be 


administered by CMHC to guarantce private lendors 


against loss on approved mortgages on purchases of 


used houses; (b) The balance, 


about $100 million, to 


be used to guarantee private lenders against loss on 


approved loans for small business expansion, 


61. 


The Bank of Canada should report the annual loss 


experience of all chartered banks as woll as the average 


annual 25-ycar loss experience. 
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1 
D 62, Tho Bank of Canada should report annually the 
total inner reserves held by the crartered banks, 
3 


specifying the tax-freo portion, 
4 63. Tho individual banks should annually report 


5 accumulated reserves, cither as a note to the balance 
shect or as a doduction from assots, They would not bo 

6 required to disclose the split between tax-free and 

7 tax-paid reserves, and they would not be requirod to 

g change their method of declaring net profit or 
sharcholders! equity. 

9 64. The banks should be discouraged from passing 


10 operating carnings to shareholders! equity by 


retransfers from the inner rescrves, 


13 65. We do not quarrel with the banks! righte-and 
even obligation=-to set aside the roserves they feol 
they require. Nor do wo quarrel with their desire to 

15 project tho image of a soundly-managed institution, 

16 showing a progressive increaso in earnings without 


severe fluctuations. But what constitutes an adequate 


" tax-free allowance is, after all, a matter of opinion. 22 

18 66. It is probably easier to obtain a consensus on 

19 what constitutes an inadequate reserve, or an excess 
reserves The present situation, we suggest, is clearly 

a in excess, Limiting tax-froe reserves to one year's 

21 loss experience, granting the conservative history of 

2 chartered banks, would be inadequatee We believe three 
times the annual average of 25 years? loss experience 

a is a reasonable tax-free allowance. 


24 67.6 The tax liability this would establish on 
existing reserves, paid over 10 years, would still 
leave the banks with adequato funds to mect their 
responsibilities, especially in light of their true 

27 earnings. This liability would be less than 1 per cont 
of total assets. If they had paid it over the last 10 
years earnings would still have been 9 por cent. And 
* the banks would benefit from tho now use of the funds, 
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68. This new method of computing tax-free innor 
reserves would have little or no cffect on the banks? 
tax liability in future years on current operations. 
Tax-free inner reserves appear in recent years to have 
stayed close to the limit allowed under present 
regulations, The opportunity for tax reduction is thus 
limited by the annual increase in assets. The main 
effect on cash flow would be the necessity to mect the 
liability on existing reserves. 

69. Similarly the liability need not affect 
dividends. The banks could charge the tax to inner 
reservos, so as not to diminish declared shareholders! 


equity. 


sag Oo More specific disclosure of the annual loss 


experience and the amount of inner reserves is 

necessary to preserve the banks! faith with the 

public and shareholdors. 

The It has been argued that non-disclosure is 

needed because annual fluctuations in inner reserves 
might mislead the public. It might even result, it was 
arguod, ina flight of capital from a particular bank, +? 
Tt. Mr. Ilsey, for instance, warned what might 
happen should a gimlet-cyed citizen catch a dip in the 
amount of inner reserves: 


T3. "We know how easy it is. to distort facts about 
technical matters and to start rumors that have no 
foundation. We know that once started, baseless 

rumors give rise to whispering campnigns that are 

likely to cause an untold amount of damage, particularly 
to persons with small incomes and small savings. I am 
convinced that we should not lightly take such risks "24 


T4. Mr. Ilsey's words might just as easily have been 
used to favor full disclosure. Certainly it is easier 

to start rumors when the facts are not known than when 
they are. The speculative information now available is 
far more likely to mislead the public than specific 
information. A method of annual accounting that tries to 
keep the public from going down one garden path by 


leading them down another has nothing to commend it. 
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(5. Mr. Ilscy's statement cven ended on a somewhat 
different note. He announced his intention to collate 
and publish bank statistics to "cnable parliament and 
the public to obtain regularly the information which is 
Significant for determining whether the banks aro 
making too much profit and whether they have ‘too much 
left over out of carnings available for inner reserves 
to take care of their probable requirements over a 
period of yoars," >? Granting the ambiguity of the last 
phrase, the key figure that surely would be needed for 


accurate assessment would be total inner reserves, 


166 Mr. Ilsey also argued that inner reserves 
against bad or doubtful debts are rarely disclosed in . 


vin But the trend today, encouraged 


ordinary business, 
by bodies like the Toronto Stock Exchange, is to more 
disclosure. "The outstanding trond in accounting 
thought over the past few decades in this country as 
in Great Britain and the United States, has been 
towards fuller disclosure in company accounts ">? 
Showing reserves is more likely to produce confidence 
than merely stating there are reserves without any 
dotails, 

Tks It has also been argued that the existence of 
inner reserves increases a bank's willingness to : 
accept higher risks. 

18.6 That banks take any more risk than they cannot 
avoid is a debatable proposition at best. At any rate, 
we would not take away the individual bank's right to 
determine what reserves it requires to safeguard its 
operations. Nor would the bank have to indicate 
publicly how much of the reserves constituted a tax- 
free allowance, All we suggest is that it is not the 
government's task to subsidize bank policy, 


particularly when there are more important areas that 


require scarcoc resources. 


Vos In any case it is hardly likely that the 


excellent reputation of Canadian banks rests on the 
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inner reserves, If this was such a key item in holding 
public confidence the entire banking structure should 
have come down in 1933 whon--in the only recorded such 
instance~-five banks transferred $29.5 million from 
published rest funds to bolster inner reserves. Other 
factors must surely be at work, particularly since 
from 1929-43, despite the depression, inner reserves 
still increased by $10.3 million while the rest fund 
remained steady after 1933, 

80. The best place to find an answer is from the 
government and Bank of Canada. The government's informal 
commitment to protect the public is behind confidence 
in the chartered banks. Naturally this commitment has 
never been made explicitly--there would then be little 
need for sharcholders--but it was consciously implicit 
to a gencration that knew one depression and didn't 
care for another. The Bank of Canada's first governor, 
Graham Towers, on several occasions pledged support 
Should a chartered bank ever experience a run on 
deposits. Mr. Ilscy summed up the situation in 1944: 


81. "As a last resort, the central bank may come to 
the rescue but reliance on the central bank should not 
be a steady diet or be any excuse for failure of the 
chartered banks to maintain themselves in a sound and 
strong condition. "28 


82. As a last note, the best guarantee against the 
banks ever running into difficulties is a healthy 
economy. We suggest the mortgage and loan programs 
we recommend are a better way to achieve this than 


any system of withholding information, 


MORTGAGE AND LOAN PROGRAMS 

83 6 The government programs we recommend, paid for 
by the banks! added tax liability, would benefit not 
only the economy in general but the chartered banks 


in particular. 
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84, Using $150 million to guarantee mortgages and 
loans to small business in effect would mean mortgages 
and loans worth $3,500 million. Much of this, as it 
multiplied through the cconomy, would reach the banks 
as deposits, particularly. if they. raised the interest 
rate on deposits. The net result, we conclude, would be 
a vital transfusion to needy areas, from funds now in 
less productive use. 

85.6 (Some of the windfall revenue would belong to 
the provinces under the federal-provincial tax 
agreements. We suggest tho provinces would contribute 
their portions to the mortgage and loan programs, 
since both would bring almost as much direct benefit 
to the provinces as could any provincial use of the 


funds.) 


86, Certainly the areas for which the funds would 
be earmarked deserve specdy consideration, 
876 Housing is one of the economy's vital sectors. 


In 1960, after the first and mid-year surveys of 


investment predicted an increase over 1959, a sharp 


drop in housing expenditures was enough to bring 
total investment below the 1959 level. 
88. We believe one of the main difficulties is the 
Split in markets botween relatively new houses with 
NHA guarantees and relatively older houses without. 
Buyers do not divide so simply. Difficulty in 
obtaining a mortgage at a reasonable rate for a used 
house distorts the market for now houses beyond all 
reason. People rent instead of buy, or permanently 
postpone their purchase, or take mortgages with high 
interest rates and low coverage and the inevitable 
necessity for a second mortgage. The evils of this 
practice constitute a shocking indictment of the 
private mortgage field. 
89. Using relatively little money and the proven 
administration of CMHC, the federal government could 


bring about a vast change. Our mortgage program would 
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1 
2 also supplement and complement the government's effort 
3 to create a secondary mortgage market in Canada, 
4 90. We propose that the government pledge $50 
million of its revenue to an insurance fund to 
5 guarantee loans for approved mortgages on purchases 
6 of used houses. Our aim would be a high guarantee 
» against loss to insure equitable terms for buyers and 
adequate incentive to investors, We calculate $2,500 
8 million in mortgages-—-200, 000 howees carrying an 
9 average mortgage of $12,500--would result from a 
10 program along the following lines: 
91. Mortgages would be granted to 80 per cent of 
11 the value of the house up to a maximum mortgage of 
12 $16,000. The interest rate should be the same as on 
13 NHA mortgages. The insurance charge should be 3 per 
cent instead of the present 2 per cent on NHA 
14 mortgages, to provide additional protection for the 
15 investor. Should the loss ratio prove the same as on 
16 NHA mortgages, the insurance charge should be reduced. 
As in NHA mortgages, liability would be limited to the 
17 size of the insurance fund. ) 
18 92, If the insurance fund was 5 per cent of 
outstanding mortgages, it would thus have $50 million 
- from the government and $75 million from insurance 
20 charges, or provision for $2,500 million in mortgages. 
1 93% The terms would provide adequate incentive to 
pension funds, credit unions and trust and insurance 
- companies. All are growing rapidly and are seeking 
23 relatively secure investments. This mortgage program 
24 would ideally suit their needs, 
94. Money now going into second mortgages for used 
- houses represents investment in risk ventures. This 
26 would not be withdrawn from the investment field, but 
27 would turn to other venturesome areas, Particularly 
if our recommendations were followed to make industrial 
si investment more attractive, there would be ample 
29 outlets for this moneys 
30 
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956 The government's responsibility to insure 
adequate funds for small business expansion has been 
recognized since 1944, when the Industrial Development 
Bank was established as a subsidiary of the Bank of 
Canada, Last year this was supplemented with the 
Small Business Loans Act. We consider this area=--so 
vital to the economy's growth-~still insufficiently 
provided with expansion capital, 

96. Small business is every bit as inventive and 
productive as large. But left to itself, small 
business only has local or personal sources of 
capital. It is at a disadvantage compared with large 
business with access to regional, national or even 
international money markets. 

976 We suggest using the balance of the added bank 
liability--about $100 million--to guarantee private 
lenders against loss on approved loans for small 
business expansion. The structure would follow that 
of the Small Business Loans Act but certain limits 
should be expanded, 

98, As in the present act, loans should be for 
improvemont and modernization of equipment and 
premises for businesses in manufacturing, wholesale 
or retail trade and service industries. It would not 
apply to professional, charitable or religtous groups. 
996 . Loans should continue to be made for up to 80 
per cent of the purchase price of equipment and 90 
per cent for premises. The 10-year term and 54 per 
cent interest rate should be continued. The gross 
revenue limitation should be increased to $2 million, 
compared to $250,000 under the original act. Maximum 
loans should be $100,000 compared to $25,000 now. 
100, The present act limits the guarantee to 10 per 
cent of the loans made by a bank with the program 
effectively limited to loans of $300 million. Using 
the same criteria, a fund of $100 million would allow 
$1,000 million in loans. 
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101. There is as yet insufficient data to judge the 
response of chartered banks to the Small Business Loans 
Act. They would appear to have sufficient funds to 
participate--ratio of liquid assets to deposit 
liabilities is a high 19 per cent. If the response 
proves disappointing, the program should be opened to 
other federally regulated lenders, such as trust and 
insurance companies, and/or the interest rate could 

be raised. 

102. The banks, however, to fulfill their public 
role, should be encouraged to back this program, if 
necessary by shifting out of loans to large public 
companies. Such companies have adequate alternative 
sources of capital, The shift would mean a slight 
increase in administrative costs to the banks, but 

our analysis of thoir earnings indicates they could 


easily absorb this. 


TAXATION 

103. Our next area of concern involves the effects 
of certain aspects of taxation on the flow of 
investment available for social and physical capital. 
The aim of our proposals is to increase investment in 
areas where Canadian goods, jobs and technology would 
benefit. We provide incentive for saving--and thus 
for investment--by shifting some of the burden of 
taxation from income to consumption. 

104. Our concern here is. not the tax structure 

as such, although by its very nature, adjusting one 
tax requires adjustments to others to maintain 
revenues. Consequently our proposals touch on the 
personal income tax, capital gains, capital cost 


allowances and the manufacturers sales tax. 
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RECOMMENDATIONS pei 

105. Personal tax rates should be reduced according 
to the scale set out in Appendix ve This would result 
in a maximum rate of 60 per cent compared to the 
present 80 per cent, with substantially lover rates 
for middle-income groups and lesser decreases for 
lower=income groups. 

LOG. The first $50 of income from Canadian 
dividends or interest should be tax-free, 

107. The capital cost provisions for new lees 8 
machinery and equipment Should allow a special 50 
per cent write-off in any year, in addition to the 
present 20 per cent annual allowance, 

108. Capital gains of more than $500 should be 
defined as investment income and included in taxable 
income. A proposed method of taxation is outlined in 
the section on capital gains. It provides for 
averaging the gain, allows capital losses to be 
deducted from capital gains with oa ee carry= 
forward, and has special provisions for personal 
property such as houses. 

109. The manufacturers Sales tax should be 
increased to 14 per cent from 11 per cont. 

LLG Exemption from the sales tax of purchases of 
imported Class 8 machinery and equipment employed 
directly in production should be cancelled, unless 
the machinery and equipment is used to produce 


exports and cannot be made in Canada, 


iP a Tax revenues in the first year of. this 


program would balance as follows: 


Losses: (millions) Gains: (millions) 
Personal taxes $175 Capital gains $100 
Capital cost allowance 200 Sales tax 300 

$375 $400 

Laver. Losses from the special capital cost allowance 


drop rapidly, since the allowance could be claimed only 
in one year and would lcave less available to claim in 


future years, Ignoring tax revenues that would result 
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1 
2 
from economie growth, the net gain in revenues would 
3 eventually reach $225 million in constant dollars—« 
4. more than double the federal government's 1961-62 
5 budget for university and technical training and 
national research. We could conservatively assume 
6 continuation of a 3 per cent growth rate and a nominal 
7 anount of new industrial investment, so losses from 
the special capital cost allowance would be eliminated 
% by the fifth year. The government's new investment in 
9 Social capital would then amount to $800 million in 
10 current dollars during this five-year period, 
uO Some of these proposals would affect 
7 provincial revenues under the federal=provincial 
12 sharing agreements. This aspect is examined after 
13 the section on capital cost allowances, 
14 
15 PERSONAL TAXES 
16 Lise The changes we recommend in personal income 
tax rates should stimulate investment. Disposable 
ly income would increase at all brackets but the lowest. 
18 We balance this reduction with higher taxes on 
19 consumption. At the middle and upper levels, there 
would be a net gain. We make it attractive to channel 
20 the gain into profitable investment, If the person 
21 instead chose to increase consumption, his gain would 
22 be taxed. At the lower levels, the reduction in income 
tax is offset by the increased sales tax. A net gain 
23 would occur only if consumption was foregone for 
24 investment. 
95 115. In some aspects, this might seem inequitable. 
Unfortunately, so is any tax structure yet devised by 
26 man. The main goal is to again make the nation vigorous 
pat and competitive. Everyone gains from growth. If we 
walt to devise the perfect method for spreading the 
oe burden of spurring growth, we will go nowhere. 
29 
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Bev ll oY "It is the increase in output in recent 
decades, not a redistribution of incomes, which has 
brought the great material increase, the well-boing 
of the average man. . . . Production has eliminated 
the more acute tensions associated with inequality."19 


Bo a The anomaly of present high personal tax 
rates is that they produce ncither revonue nor 
equality nor economic investment. 

Loe Only 2 per cont of personal tax revenue comes 
from incomes of more than $100,000, and 27.5 per cent 
from incomes between $10,000 and $100,000. Our 
adjustments to the rates on taxable income of more 
than $5,000 would reduce revenues by only 2.5 per 

cent or $45 million. This would more than be recovered 
by our proposal to tax capital gains, most of which 
occur in these income brackets, 

1T9. The present structure does not produce 
equality because there aro so many ways to evade taxes, 
The actual burden of the income tax--and its 
progressivity--is much less than it appears from 

the rate tables. 

120, The structure discriminates in favor of 

people who are botter situated to arrange the way 

they will take their income. The obvious method is 
through capital gains, which are not taxed at all. 
Division of property among menbeors of a family, 
judicious use of trusts, various executive compensation 
plans and liberal deplction rpllowances are other ways 
to lower tax rates. 

ais A blatant loophole is the case of persons 
dealing in stocks for gain. Present regulations make 
many of these transactions taxable, such as the 
investor who buys a new issue intending to sell a 

week later. But it is practice, hecause of 
administrative difficulties, to overlook rather 


than tax. 
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tee Current ratcs are also a disincentive to 
economic investment. The only incentive of high 
marginal rates is to lower taxable income. The result 
is more cffort secking non=-taxnble income than 
profitable investment, since it can be two to five 
times more worthwhile to avoid tax rather than to 
make money. 

TZ o's A $25,000-a~year exccutive pays $50 in taxes 
if he earns another $100. If he finds a way to get 
$100 capital gain, he keeps everything. When he 
becomes a $400,000-a-year board chairman, he keeps 
only $20 out of every $100, one-fifth what he could 
keep from a $100 capital gain. 

124. The result is a distorted allocation of 
resources. The high-bracket individual will try a 
speculative investment or set up a complicated 
transaction to get $2,000 in capital gain rather than 
make a sound investment yielding $3,000 in income. 
Clearly it is not cconomic to allocate such extensive 
individual and professional resources to tax 
avoidance, 

La 5's Our recommendations recognize the facts of 
the income tax structure and seek to make economic 
investment more attractive. The reduction at middle 
and upper levels is designed to spur the incentive to. 
invest in desirable areas and to provide the funds to 
do so. The proposed taxation of capital gains would 
eliminate the greatest bar to rational economic 
choice. 

126, Our proposed highest rate is 60 per cent, on 
taxable income exceeding $125,000. This compares to 
the present maximum of 80 per cent, on taxable income 
exceeding $400,000, with 60 per cent reached at 
$60,000. The assurance of retaining 40 cents out of 
evory $1, no matter how high the income, would provide 
incentive to assess investment through the best 
allocation of resources, rather than incentive to 


avoid taxable income, 
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1L2F¢ Taxes would be reduced by 15 to 22 per cent 
above $5,000 in taxable income, and by» 7 to 14 per 
cent at lower levels, except for the very first 
bracket. (See Appendix V.) 

128. The lower rates on taxable income under $5, 000 


would reduce revenues by 7 per cent or $130 million. 


This is equal to the effect of a 2 per cent sales 
tax increase on consumer goods. 

1294 We do not recommend any change in the lowest 
rate of 14 per cent, which applies on taxable income 
to $1,000. This income level is undertaxed compared 
with benefits received, U.S. rates, by comparison, 
start at 20 per cent. Comparison with the U.S. and 
Britain at incomes up to $5,000, including family 
allowance, shows Canadians in a preferred position at 
present rates. (See Appendix VI.) It is as fair to 
ask these income groups to pay thcir way through 
consumption taxes as through income taxcs. At worst, 
if principle is ignored and actyal dollar cost 
examined, the net increase in tax would be only $7 
to $25 a year. (See Appendix VII.) We believe more 
egudbi ty is desirable in personal taxation, but it 


should be obtained through the estate tax. 


a0). The first $50 of Canadian investment income, 
either dividends or interest, should be exempt from 
taxable income. Investment income of this amount is 
rarely taken into income in any case, It would be 
better to make this a positive elemont by giving small 
investors more incentive. A man with $1,000 to invest, 
for instance, would probably not pay any tax on his 
investment income, There would be little change in 
government revenues; there should bea gain in 


investment incentive. 
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1 
4 CAPITAL GAINS 
3 131. Favorable treatment of capital gains reduces 
4 the progressiveness of the income tax. It is 
discriminatory, because it favors people who 
5 through luck or preferred position receive them. 
6 k32y A U.S. study shows most capital gains come 
° from common stocks, with real estate a poor second 
and other property of minor importance.<° They occur 
8 in a highly progressive fashion among income groups, 
9 So that those who least need such a preference get it. 
10 Capital losses concentrate in middle-income groups. 
Capital gains constitute a major source of income 
11 for higher-income groups.<_ 
12 155), Logically capital gains should count as 
13 income, whether income is defined as consumption-— 
plus-increase~in-wealth or as flow~of-wealth. The 
14 increase in value of any property increases a 
15 person's well-being just like an increase in any 
other kind of income, unless the general price level 
al has risen in the same proportion (and in some cases, 
17 unless the interest rate has fallen). If a person 
18 buys stock for $5,000 and sells it for $10,000, the 
gain is available for consumption, or any other use, 
i just as if he had received an additional $5,000 in 
20 salary or profits from a business, 
1 134. Nor is it just to exclude capital gains from 
taxation on economic grounds, If taxation of capital 
- gains lessens the supply of capital for business 
25 expansion--and we do not agree that it does=-so does 
24 all taxation of business carnings. 
135% The difficulties arise in taxing capital gains 
43 in a system where liability is based on realization 
26 and rates are progressive. It is coven more difficult, 
27 however, to justify not taxing capital gains, 
particularly when it is possible to develop an 
oy equitable method, 
29 
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1 
LdG, It is frequently argued that favorable 
: treatment of capital gains is necessary to maintain 
3 the flow of venture capital. The Harvard Business 
4 School series on the effects of taxation concluded 
that the possibility of capital gains was..an 
3 important factor in encouraging investors "to shift. 
6 funds out of relatively conservative investments 
7 offering little or no opportunity for capital 
appreciation, and into more venturesome types of 
8 investment . . eee | 
9 ple a We contend the same result could be achieved 
10 by reducing personal income tax rates. A reduced 
upper limit, and a lower overall structure, would 
11 maintain the incentive to invest and reap income. 
12 - Provision to balance Capital losses against capital 
13 gains would add the incentive of knowing the govern- 
ment would share losses. Further, special treatment 
14 of capital gains may encourage too much speculation 
15 in risky ventures. New investment services the nation 
as long as there is a reasonable chance of Success. 
2 Wild speculation, particularly in stock of highly 
17 risky ventures, simply interferes with the orderly 
18 flow of capital into useful channels, 
LIC The main argument against taxing capital 
™ gains rests on the locked-in problem. Investors are 
20 encouraged, it is argued, to hold on to securities or 
1 property in which gains have accrued, rather than 
Selling and reinvesting. This causes investors to 
= hold back their supply of a stock which has gained in 
23 value, to increase their capital gain, and to dump 
24 their supply in a decline, to take their capital loss. 
If this was true, locking~in would aggravate stock 
25 market rises and declines. But the Harvard study cited 
26 indicated the timing of investment transactions was 
7 affected by the U.S. capital gains tax by only 6 per 
cent.*? If it is profitable to shift, a shift will be 
2 made, although the margin to make a shift profitable 
29 might change slightly with taxation of capital gains. 
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1 
2 
139. Locking-in, however, does not necessarily 
a reduce the amount of new capital available for 
4 investment. An individual who sells a security for 
5 a capital gain does not create new money, he merely 
takes it from somebody else. The net. effect depends 
6 what the new. buyer would otherwise do with his money, 
7 compared with what the seller intends. If the buyer 
8 would otherwise invest in new ventures to the same 
extent, there would be no reduction in the flow of 
9 new venture capital. | : 
10 140, Another objection is that capital gains 
1 merely reflect a general price increase. To sone 
extent this may be true--but to the same extent there 
12 is no reason why stockholders and landholders should 
13 benefit from inflation. There. is more merit to the 
saunteteareuueatt Evils produced by inflation are 
bs so great that taxing capital gains arising from 
15 inflation cannot add to them and in part may offset 
16 them. 
141. Similarly, it is argued ‘that capital gains 
i reflecting changes in the interest rate are 
18 fictitious. A person who buys a bond, then has it 
19 appreciate if interest rates drop, must invest all 
his gain in bonds to maintain previous interest 
a earnings. If he is taxed on his capital gain, he 
21 could not maintain his old rate. But the investor 
2 might just as easily use his gain for consumption, 
in which case he would be better off. 
28 
142. We propose a nethod of taxing capital gains 
- that spreads the income over the years it was earned. 
25 Thus it still represents relatively favorable treat- 
26 ment compared to ordinary income. We calculate it 
would produce at least $100 million in added personal 
a tax revenues. (See Appendix VIII.) The tax would be 
28 , calculated as follows: 
29 
30 
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145% The first $500 of capital gain should be 
exempt to save administrative difficulties on small 
amounts and to provide incentive to small investors. 
144, The remainder of the capital gain would be 
divided by the number of years over which it was 
earned. The years would be counted from the date of 
purchase, with any fraction counting as one yoar. 

This portion of the capital gain would be included 
with other income for the current year and the tax 
payable would be computed. 

145, The amount of tax payable would next be 
divided by the taxable income so far determined to 
obtain an average rate of tax, The balance of the 
capital gain would be multiplied by this average rate 
to determine the tax payable on the balance of the 
capital gain. In essence, the portion of the capital 
gain attributable to prior years would be taxed at 

the average tax rate on the current year's income, 
146. Total tax liability would be obtained by 
adding together the tax payable from each step. 

147. Capital losses should be allowed as a deduction 
from capital gains, with unlimited carry~forward. 
Strict adherence to the net accretion theory would 
mean deduction of capital losses from income in any 
year they exceeded gains. It is necessary, however, to 
prevent large decreases in government revenues in poor 
years, since the level of government activity is such | 
a key factor in maintaining the economy. Such treat 
ment would also give undue encouragement to spec- 
ulation. The U.S. restricts loss carry-forward to five 
years but in part this reflects the preferred 
treatment of capital gains. 

148, It is argued that capital gains do not 
represent ability to pay when the individual has to 
replace the asset at higher price levels, such as a 
house. We would exempt from capital gains taxation 
gains (and losses) resulting from the sale of owner-= 


occupied houses and other personal property such as 
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1 
2 cars or furniture. An apartment owner would be free 
3 from capital gains tax on the portion accruing fron 
4 his own apartment, put would be subject to taxation 
on the remainder. 
5 149. The awner-occupied exemption should apply to 
6 only. one acre of land. Anything larger represents a 
, business asset, speculation or a luxury, and should 
be taxed. 
8 150. To ease the locked-in problen, assets held 
9 until death would be taken over by the heirs, for 
income tax purposes, at original COSt. An heir who 
i. sold an asset for a capital gain would thus have a 
11 tax liability, which would leave little incentive for 
12 deliberate locking-in before death. The heir, in 
computing tax liability, wovlda average from the date 
* of original purchase, 
14 nlc ae For succession duty purposes, Vola tion ot 
15 assets would be at market value but would have to 
include consideration of the potential income tax 
oP iability. This could include provision for refunds 
17 when the tax is paid. 
18 152 Capital gains should be defined as investment 
income, which would mean the application of the 4 per 
A? cent surtax on foreign gains. This is a useful 
20 disincentive to invest outside the ented end 
1 perhaps should be increased, airios the pressing necd 
is for domestic development. 
22 
23 
24 CAPITAL COST ALLOWANCES 
LD Se Capital cost allowances are the major source 
25 of business saving in Canada. The rate at which 
26 industry is allowed to replace and retetaty plant 
27 and equipment is thus a key to private investment 
in capital goods. 
28 154. From 1951-60, capital cost allowances provided 
29 more than 80 per cent of business saving. The sources 
30 
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(excluding inventory adjustment) were $8,100 million 
from undistributed income and $33,500 million from 
capital cost allowances. Since dividends represented 
half of net profits, capital cost allowances were more 
than double nct profits. (See Appendix IX.) 
155. Accelerated capital cost allowances, by 
lowering tax liability, are thus a potent method for 
increasing savings. In 1960, for instance, private 
investment in new assets (excluding municipal, 
institutional and housing) was about $4,000 million. 
Capital cost allowance was between $500 million and 
$750 million, If complete write-off of assets was 
allowed in the year of purchase, taxable income would 
have been reauced by more than $3,000 million. Since 
corporation profits before taxes were $3,200 million 
they would have been eliminated. However, the entire 
amount would have been available for corporate 
purposes as cash flow, 
156. Obviously any increase in present capital 
cost allowances would Sharply reduce governnent 
revenues. But what is claimed today cannot also be 
claimed tomorrow. In the long run the governnent 
receives the same revenue. The flexible instrument 
is when the corporation claims depreciation, 
157. An increase in the capital cost allowance 
has two major effects 

~ It provides corporations with a larger cash - 
flow and thus with more money to invest}; 

-~ It provides more incentive to invest because 
of quicker recovery of capital. 
P58 The need to spur private investment and 
provide Canada with modern industry is one of the 
basic tenets of this submission. If accelerated 
depreciation is to be used two key factors must be 
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- Every dollar added to business saving cones 
from immediate government revenucs; 

- The incentive must be to invest in desirable 
aroas. We have defined this as areas producing 
Canadian jobs, goods and technology. 

159. It has been suggested in some quarters that 
the best way to do this is to extend government loans 
to the particular area the government wishes to 
encourage. We fecl that an open offer to all is 
politically more desirable, administratively more 
feasible and removes the unpalatable discretionary 
authority involved in a loan program. Our proposal 
balances what is financially feasible with the need 
to spur specific types of investnent, 

160. Of total new fixed asset investment of $8,200 
million in 1960, $2,713 million was in machinery and 
equipment. Of this amount, nearly $1,000 million was 
in Class 8, depreciable at 20 per cent a year on a 
reducing balance, The rest included purchases by the 
three levels of government (not taxable); by railways 
and electric, water and gas utilities; by pipelines, 
telephone and telegraph companies and chemical pulp 
companies; and purchases of ships, aircraft, vehicles, 
etc, All are items that for depreciation purposes are 
in other classes. 

162, We recommend a special single write-off of 
half the cost of new Class 8 machinery and equipment 
purchases be allowed in addition to the regular 20 
per cent allowance, 

1621s We do not want this benefit extended to 
imported machinery and equipment unless it is used 

to produce exports and cannot be produced in Canada. 
Administratively this is difficult. We propose, 


therefore, that the manufacturers sales tax excmption 


‘be removed from imported machinery and equipment used 


A1018 


in production, unless it is used to produce exports and 


cannot be produced in Canada. This is examined further 


in the sales tax section. 
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163. The cost of this special allowance to 
revenues would be 224 per cent on applicable purchases 
or about $200 million in the first year, but revenues 
would rapidly recover in later years. By the fourth 
year losses would be nominal—-less than 2 per cent 
of government revenues-~and should be more than offset 
by increased revenue from economic growth, spurred 
by the added incentive to invest. (See Appendix X.) 
A higher rate of investment, which we would expect, 
would produce a quick positive effect on revenues. 
GNP would increase, productivity would increase and 
profits would increase, Certainly any revenue loss 
would be small compared with what will happen if the 
economy fails to progress, 

LOG. The gain to industry would be in the year 
the special allowance was claimed, since future 
write-offs would be reduced. In effect, the govern- 
ment would grant an interest—frec loan and take 
repayment over an extended period. 

LOU. Assuming an interest rate of 8 per cent for 
business funds, the after-tax benefit would be worth 
nearly 4 per cent of asset cost over five years and 
alnost 6 per cent over 10 years. If a company had to 
borrow at higher rates, say 1 per cent a month, the 
net saving would be 6 per cent after five years anda 
10 per cent’ after 10 years. To a company that could 
not borrow moncy, the gain would be almost 
immeasurable, (Sce Appendix XI.) 

166, One of the main advantages to a special 
capital cost’ allowance of this type is that it puts 
both incentive and purchasing power in the hands of 
business when it is most necded. When the economy 
turns and countcr-cyclical measures are required, the 
special allowance could be cancelled. This would 
cause a reduction in investment and increase 


government revenues at a time a surplus is desirable. 
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167. In the first year, our overall progran would 
balance revenue gains and losses. The government 
would use this time to plan its social capital 
progran. In later years, corporate tax revenues would 
at least return to what they would have been and our 
overall progran would produce net gains in governnent 
revenues. These gains would finance the social 


capital progran, 


PROVINCIAL REVENUES 

L668, At this stage we examine the effects of 
certain recommendations on provincial revenues. 

169%." Our overall tax program would balance revenue 
gains and losses at a gross level, that is, before 
the steyikese received their share of corporate and 
personal taxes. Since the provinces would not receive 
revenue from an increase in the manufacturers sales 
tax, an adjustment would be needed to balance the 
losses they would suffer in the corporate and personal 
fields; 

LO The provincial share of personal tax revenues 
is 16 per cent, rising to 20 per cent by 1966. Our 
lower rates would decrease gross revenues by $175 
million while taxation of capital gains would restore 
$100 million, for a net drop in gross revenues of 

$75 million. 

LTL The ‘provineial “corporation “tax “is “1t per 

cent for Ontario and Quebec, 9 per cent for the 
others. The special capital cost allowance would 
decrease gross revenues by $200 million the first 
year, of which the provincial share would be about 
$46 million. As explained previously, this loss 

would decrease rapidly. 

Les Without any adjustment to the provinces, 
federal revenue gains would exceed losses because the 


Sales tax increase would not be Shared. This net gain 
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could be redirected to maintain provincial revenues 

by increasing the provinces! personal tax share. For 
instance, if all our recommendations were adopted 

this year, increasing the provincial share of personal 
tax revenues to 20 per cent immediately would maintain 
their revenues. We suggest, however, some provincial 
reduction would be reasonable on two groundss 

- The recommendations aim at increasing corporate 
profits and personal income faster than under the 
present structure--provincial revenues would gain 
accordingly; 

- The federal government's social capital program 
would largely go to areas now pressing for provincial 
funds, and would ease this pressure from what it 
would otherwise be, Such investments in social 
capital have constituted a major drain on the 
provinces. Ontario, for instance, expects to spend 
one-third of its 1962-63 budget on education, three 


times what it spent only five years ago. 


MANUFACTURERS SALES TAX 

1 hy dio BF An increase in the manufacturers sales tax 
completes our proposals. 

174. Increased governnent expenditures have largely 
been due to social welfare payments. This is quite 
proper. But once a society has attained a minimum 
Standard of living, it is reasonable to tax 
consumption to provide governnent with revenues to 
meet remaining nceds of social welfare and social 
balance. Canada's average per capita real income has 
risen more than 45 per cent since 1929. By any 
criteria we enjoy a reasonable standard of living. 
The sales tax thus becomes an obvious solution to the 
pressing need to provide incentives for desirable 
private investment and funds for government 


investment in social capital. 
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1 
2 By "The relation of the sales tax to the problem 
of social balance is admirably direct. The community 
3 is affluent in privately produced goods. It is poor 
4 in public services. The obvious solution is to tax 
the former to provide the latter--by making private 
5 goods more expensive, public goods are made more 
abundant." 
6 L763 Our proposals attempt to modify this 
7 principle, Reducing personal tax rates should offset 
the increased cost of consumption so consumption 
6 expenditures are naintained. But we emphasize that 
9 action is required. If sacrifice is necessary, it 
10 should be in consunpticn for the sake of investment. 
11 L77T. The manufacturers sales tax, as a method of 
providing the nceded balance and incentive, has two 
m great advantages: 
13 - It presents no additional administrative 
14 difficulties, since it would involve an increase in 
an existing tax with which the nation has had 
i considerable experience} 
16 ~ It is politically acceptable to business, 
17 having been commended by several business groupSe 
Granted that this has usually been done while. 
18 espousing the sales tax as an alternative to other 
19 taxes, it emphasizes that the sales tax does not 
20 danage incentives or interfere with production, 
178. The 11 per cent manufacturers sales tax 
21 includes 3% per cent for old age assistance. Each 1 
22 per cent raises about $100 million. The source of 
sales tax revenue is 60 per cent from consumer goods, 
“ 30 per cent from industrial goods and 10 per cent from 
24 sales to government (for items such as defence).“> 
25 Discounting governnent transfers, a 3 per cent. increase 
would add $270 million in revenues. 
" LEI « The portion falling on industrial goods 
27 would be $90 million, less than 3 per cent of 
28 corporate profits. Since the tax liability would be 
= deductible from taxable income, net cost to industry 
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1 
2 
3 would be about $45 million. A substantial portion of 
the tax falling on industry is believed to be shifted, 
4 but we feel it would be reasonable to expect 
5 industry to atsorb any increase under our progran 
6 for these reasons? 
- The special capital cost allowance should spur 
7 productivity and increase business profits; 
8 - Added government investment in social capital 
9 would aid productivity increases, for instance by 
providing a better-skilled labor force; 
10 - Any tax increase should be accompanied by a 
11 governnent campaign to convince the nation of the 
need for stable prices. 
a 180. In any case, export industries and their 
13 Suppliers would remain exempt so foreign trade would 
14 not be affected, 
isl, The portion of the increase on consumer goods 
hi would be $180 million, or two-thirds of 1 per cent of 
16 personal income. We would assume complete ani etane of 
17 this amount and thus retail price increases would be 
2 per cent. Basic items like food, shelter, fiiel and 
- utilities, which make up between 63 and 70 per cent 
19 of consumer expenditures, would continue to be exempt. 
20 Lo2. The result, to an average taxpayer with $5,000 
income, would be increased consumption costs of $37 a 
at year and lower income taxes of $45, or an $8 increase 
22 in disposable income. The increase in disposable 
23 income would rise with larger incomes. 
183. The small added burden would fall, in general, 
24 on incomes of less than $5,000. Consumption costs 
25 would increase $7 a year at $1,000 income, where there 
26 is no income tax. The maximum added cost, depending 
on status, would be from $20 to $25 in the brackets 
27 from $3,000 to $5,000 of income. 
28 
29 
30 
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1 
2 184. It might be argued that this structure would 
3 be regressive. We contend that the low and medium 
4 income groups do not bear a reasonable proportion of 
the cost of extensive government services and in 
S particular a fair share of the growing social welfare 
6 costs. Appendix VI shows the favorable position of a 
7 Canadian taxpayer at low levels compared with U.S. and 
British counterparts. The added cost to this taxpayer 
8 every month would only be 60 cents to $2, not an 
9 unreasonable burden. Except at the lowest bracket, the 
individual could still obtain a net gain by cutting 
9 his consumption, since personal tax rates would be 
11 lower. The limited data on consumer behavior in Canada, 
12 however, suggests such a shift would be unlikely. 
185. If some relief was deemed essential, 
iS exenptions could be broadened. The following itens, 
14 now taxable, if exenpt would make the sales tax more 
15 progressive: 

- Drugs used in prescriptions and: other nedicines} 
ip toa, coffee and prepared beverages; margarine}; cooking 
17 oils, shortening and baking He Se many prepared 
18 deserts, icing, jello and cake mixes; chocolate, 

olives and pickles; spices, flavorings and extracts; 
19 candy and nutsg some building materials—-hardware, 
20 pipe fittings, some types of cupboards, asphalt 
composition. 
21 
186. Appendix VII sets out the net results on 
22 various classes of taxpayers from the proposed 
28 changes in sales and personal tax rates, 
Sits The net effect of our proposals would almost 
4s balance the portions of federal and provincial 
25 revenues coming from income and consumption taxes. 
26 In 1962 they will receive 47 per cent..from incone 
and 40 per cent from consumption, This would change 
28 to 45 per cent and 43 per cent respectively, of 
28 increased revenues. 
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188. “We would also use the sales tax to offset 

the special capital Boat allowance when it is applied 
to imported machinery and equipment not used to 
produce exports or that could be produced in Canada. 
Such imports are now exenpt from sales tax if they 
are used directly in production. 

183. We do not want to provide any added 

incentive to invest in such imports, but there are 
too many administrative difficulties involved to 
limit the special capital cost allowance. Making 
these inports liable to the sales tax would be an 
ample counterweight. 

190, Total imports of machinery and equipment in 
1960 were $1,000 million, Probabiy $350 million would 
becone subject to sales tax, adding about $40 million 
in revenues for purposes of our program. Thus the not 
increase in sales tax revenues under our program, | 
after deducting inter-governnent transfers, would be 


about $300 million. 


191. All of which is respectfully submitted for 


your consideration. 
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APPENDIX I Research and Development, 1959 


Total Expenditures Canada U.S. U.Ke 
Percentage of GNP 0672 2058 2 ob 
Terformed by: 
Government--% GNP OW ODT 0.70 
Industry--% GNP 0.28 2596 Leo 
Financed by: 
Government--% GNP 0.44 A Ga/ Wad 
Industry~-% GNP 0.23 0.85 O65 


University research, other private expenditures included, 
Source: Financial Post, Nov. 25, 1961, pa 38, 


APPENDIX II Inner Reserves 

The first specific information about inner Soectak 
came in 1954 when Hon, Douglas Abbott, Minister of Finance, 
filed Exhibit 31 with the House of Commons Standing 
Committee on Banking and Commerce. It showed that inner 
reserves included all unpublished reserves other than 
depreciation reserves on premises, These unpublished 
reserves included: 

Tax—paid reserves The portion on which income taxes 
had been paids 

Specific reserves Specific reserves required to 
reduce specific assets to estimated realizable value. 

This reserve was tax-free, 

General loss or contingency reserve: Remaining inner 
reserves came within this classification, and were also 
tax-free. The reserve was Limited, however, to certain 
percentages of various bank assets-—-2% of other than shares 
term securities of the Canadian, U.S. or UK. governnents, 
3% of provincial securities and 5% of loans, letters of 
credit, net foreign exchange position and other 
investments. 

The exhibit revealed for the first time the permitted 
maximum of general reserve for all banks; at the 1953 
year-ends it was $319.7 million. It was also learned that 
no individual bank was at its permitted maximum, although 
some had reached the limit in recent years. The Royal Bank 
reported at its 1954 year-end that its tax-free inner 


reserves were at the maximum allowed, 
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The $319.7 million, it must be noted, did not include 
specific or tax-paid inner reserves. | 

Changes have been made since 1954 in the mothod used 

to calculate allowable tax-free inner reserves. While 
the government does not share the information with the 
public, it is believed the present limit is just under 
5% of related assets and covers both specific and general 
reserves. We understand reserves are no longer permitted 
against federal and provincial securities. 

In recent years all banks have made transfers from 
inner reserves to shareholders! equity on which taxes were 
paid. At least three of the five major banks also made 
transfers from tax-paid reserves. It is reasonable to 
assume the banks would not have transferred reserves 
involving tax liability unless the tax-freo inner reserves 
wore at or near the maximum. Excluding federal and 
provincial securities the applicable assets grew from about 
$5,000 million in 1953 to more than $8,500 million in 1960, 
This would indicate the permitted maximum of tax-free | 
inner reserves would excecd $400 million. 

We tested this computation of tax-free inner reserves 
in two ways: 

- We compared actual tax payments since 1953 with 
declared net profits and transfers in and out of reserve 
accounts as reported by the Bank cf Canada; 

~ We took the 1953 maximum and adjusted it for the 
estimated specific reserve and for transfers in and out 
of inner reserves in succeeding years. Actual losses, 
using the reported 15- and 25-year averages, were deducted. 
Individual bank annual reports assisted the LS OR ciel 

We assume the 1953 level--including specific reserves—— 
was between $325-—-350 million. Subsequent transfers to inner 
reserves have exceeded transfers out of inner reserves, 
excluding transfers from tax-paid reserves, and actual 
lossese Thus we estimate tax-free inner reserves at from 
4350-400 million. If only three times the average annual 
loss experience or specific reserves was allowed tax- 


exempt status, at least $300 million would thus be taxable. 
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APPENDIX III Operating Statistics, Chartered Banks 
Average Average Average 
15 years 7 years 10 years 
1929-43 1944-50 1951-60 

Operating earnings (millions of dollars) 


and capital profits 141.2 22le7 530.9 
Less operating expenses 101.8 169.1 409.1 
39.4 52.6 121.8 
Less income tax provisions 10.5 PPLE Se 49.4 
ueSS gross provision <8¢9 38 04, 12.4 
for inner reserves 14.5 2063 DO gy 
Net profits reported by banks 14, 1B oly / 4l.7T 
Add excess provisions 
inner. reserves over 1 
estimated net losses el L553 20,0 
Net profit after adjustment aie 1 3304 ol. 7 
Dividends paid 13.6 LD aids ee 
Increase shareholders equity 
(excluding new financing) 
Profits less dividends 08 520 10.4 
Retransfers inner reserves no 4.6 14.8 
Ratios to declared 
shareholders equity 
Net profits reported 4.9% 5 5% 6 68% 
Net profits reported plus 
retransfer inner reserves 6.9% 903% 
Net profits adjusted Ole 10.1% 10.1% 
Dividends 4.6% 4.0% 5.1% 


APPENDIX IIIA 
1956 1957 1958 1959 1960 


Qpencearnings;& capoprof 516:6 608.9 674.9 750,1°9°84661 
Less opcrating expenses 39908. 484.2 51969 584.8 645.9 
TAPSEVL LCA. T MEDDZO CLObyo olde. 
Less income taxes Gist? 5626 va 69.6) 65.280 9077 
Nayue «OGRE aMeO ee | LOOe de phOG Ee 

Less provision for } mG 
inner reserves 55 it 28.5 32.98 40.8 40.9 
Net profit reported 42.00 46.659 5256 59.300 68.6 
Add excess inner reserves ggg Wee ames: 228, 27 LG 
Net profit after adjust. 6300 56,480.7246. 8703. 96.5 
Dividends paid 31.9 hs OT BS, Co PE RR he oT 54.0 


Increase shareholders equity _ ; . 
Profits less dividends BOabDO bb? 1236 Lied oe eb 
Retrans, inner reserves 19.0 18.7 16.8 Bed 1507 

Ratios to share. equity A 


Net profits reported 649%. 606% 6.8% | 16.860 ‘F51% 
Profits reported plus Ns ’s 
retransfers 10.0% 923% 9.0% 7 8% 8, /% 
Net profits adjusted 10.4% 8.0% 9.4% 10.0% 10.0% 
Dividends Dee ti mele. Jel? Sede. Sh 


Sources Bank of Canada, Statistical Summary. 


1 Our estimates; see Appendix II. 
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1 
2 APPENDIX IV Return on Net Worth 
3 Percentages 
No. 1960 rO59 1958 
Metals 6 Fal Tt ae. G LBL 
4 Lumber 4 10.03 10.16 5-035 
BANKS 10.0 10.0 9-4 
5 Milling &grainwy 8 9.58 9042 6 92 
Pulp & paper a] 9437 9.19 9.04 
'- Miscellaneous 64 9032 10.05 9 IDL 
6 Foods 17 eit, 9.38 8.82 
Beverages is) 8.91 8.90 8.674 
_ Merchandising Bas 8.14 9.40 LO SOT 
7 Oils ig 8:10 7107 62th 
PUBLIC: UTILITIES 26 742 heed 645.1 
8 Construction 18 7.06 8.68 10355 
Textiles 27 6.59 6.69 5693 
Iron and steel 65 6.48 9.38 1. 9F 
9 Transportation 4 2405 D0 ak 5047 
Avg (except banks) 799 Ba 23 Tees 
10 Sourees:,Financial Post, ,,May.134.1961, 0. 326 
11 APPENDIX V Personal Income Tax Rates 
Present rates! Proposed ratest Reduction 
Lower Tax..on Rate Lower bax? onvikate 
a2 aN? lower on ae lower on e los 
vce acces (Nay Wei ebberay ram ary 
13 @) -- 14% 0) ~~ 14% —— —— 
1 yas00 140 si pre we 
14 1,000 140 15 
2,000 310 20 20 v 
15 Hye 3,000 440 cat 
3,000 aL "LD FO 14 
16 4.000. 700 22 90 13 
5,000 780 20 
7 €, 000 1,140 26 150. p14 
8, 000 1,660 30) | ats LON er 
8,000 1,380 as 
18 10, 000 2,260 55 380 LT 
12,000 2,960 40 12,000 2,380 30 580 20 
19) 45,000 4,160 45 15,000 3,280 35 880 21 
25,000 8,660 50 . LsBBO: 422 
20 4 25,000 6,780 40 
40,000 Loy roOr” 9 eo ee 
1 . 50-000, > 16 »/F80 45 
60,000 Ore 00 24, SO 5, O8U-- cls 
x 15, 000 428,059 50 
oy) 90,000 45,160... 65 9 630 2 Al 
100,000 40,530 ry) 
125 ;000 by ILO 70 LESS 20 
23|) 225,000 Ld? 910 (ie 125,000) 54,2380 60 2 Dy ODOn LY 
400,000 269,160 80 48,880 182 
24 1 Rates include old age security tax of 3% on the first 
95 $3,000 of taxable income. : 
Reduction in.dollars is based on the lower limit in the 
26 tirst. column. 
3 Reduction.in dollars as percentage of tax at present 
O27 rates. 
28 
29 


_ 30 
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APPENDIX VI. Income Tax Burdens 


Annual Single Married (Surplus) 
salary Canada ree UK. Canada UeS. UeK 


~Rarsenal. retyy) Lio. -Onoeer Nett WE PP ete 
1; 000 ==: 40 51 — 168 oe vied 
2,000 88 200 ey 00 168 me one 6- 
3,000 208 360 571 22 (146 fae 180 
4,000 352 532 873 124 44 160 462 
5,000 515 708 1,175 250 82 320 925 
6,000 698 892 1,477 403 235 480 1,065 
8, 000 Ttyl02 1,308 2,370 764 596 800 1,754 


1 After family allowance payments of $168, 


Note: Married taxpayer has two children; all taxpayers 
have medical expenses and donations of 10% of income; U.S, 
taxpayers have additional deductible expense of 10% of 
income; exchange rate of $100 for &33 compensates for the 
U.K. national health plan; old age Security tax is excluded 
from Canadian tax, because U.S. and U.K. gather revenue for 
. Similar programs separately. 


APPENDIX VII. Sales Tax=-Income Tax Balance 


Fanily Percentage of income Sales tax Income tax 


tnsamiion eanaory Teaablen HagnGp ad Rain <o.desaaan 

group items 1 goods’ increase Limit Limit 
Under 1,051 24.9 29.5 262 Sb ma bam 
1,051-1,549 30.9 D5 act 074 7 ~ 
1,550-2,050 29.9 32.8 69 1A cr 
2,051=2,549 31.0 338 eTl 14, — 
25550-3,050 33,8 36.9 o/77 19 —~ 
34051=3,549 33.6 372 0/8 23 A 
35550=4,050 34,3 3704 79 28 1l 
4,051+5,050 33.0 36.6 077 31 25 
P1U9E= 1s aoe one Coad te? a ane): bay 71 
Over 7,500, 24.4 ) 48 150 


1 Includes major consumer items only. (See House of Commons 


Debates, 1951.) | 
2 Includes all taxable items but does not include universal 


pyramiding. (See John F. Due, The General Manufacturers 


Sales Tax in Canada, ) 
‘ssumes complete Shifting of tax and that 3% at manu~ 


facturers' level equals 2% at retail level. (See Due.) 
‘Assumes $2,000 in exemptions, 


Note: Percentage of family income spent on'‘items 
subject to manufacturers sales tax is based on the Dominior, 
Bureau of Statistics 1947-48 survey. Table assumes a 3% 
increase in sales tax, personal tax rates according to 
those proposed in Appendix V. 
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1 
2 ; 
3 APPENDIX VIII Capital Gains--U.S. Revenues 
L259 1958 1957, 1956 
4 Personal returns with (millions) 
reported capital gains 4.0 365 29 3.0b5 
5 Net. capital gains” gh OTs by BF Qe m4» LAB f GOT 
Losses allowed 520 550 640 440 
6 Tax status of net gains: | ' 
Non-taxable 680 400 
7 Normal tax 4,050 2,500 
Alternative tax? 2,050 1,240 
3 a Arter deduction of losses from gains. 
9 2 bosses clained as deduction from ordinary incofre.because 
they exceedéd capital gains in the year. The U.S. limits 
10 this deduction to $1,000 and only allows loss carry- 
forward for five years. 
11 3 The effective tax on capital gains is limited to 25%, 
Sources U.S. Treasury Department, Statistical Study of 
12 Income, Individual Income Tax Returns, 1955-59, 
13 Notes In 1959 U.S. revenues from taxation of capital 
gains were more than $2,000 million. To obtain our estimate 
14 of Canadian capital gains we adjusted for the relative sizes 
of the economies, for unlimited loss carry-forward, for 
15 valuation of estate assets at original cost (U.S. values 
16 estate assets at market and does not tax the estate on 
capital gains), and for the fact that many property sales in 
177 the U.S. treated as capital gains would already be taxed in 
Canada as ordinary income, We also allowed for: more 
18 conservative investment tendencies by Canadians. 
19 APPENDIX IX Sources of Business Saving | 
GNP in Per CoB. CoB. ‘PeE. Business 


ES £<S i 


current capita ; savin mill 
a gtmiit) foro’ (mill) % onp ¢ ce Seving (mii2) 


LIST Cle LTO 1,324 4,739 2264 48,2 662 2,203 
21 2 23,995 4,385 G,49L0 .22.9348.909 6184 2,422 
3 25,020 1,401 5,976 2509 A967 Yeo 2, 6:13 
22 4 24,871 15320 Dy lew 2200 5204 Oh ey S09 
} i‘ 27,132 1,396 6,2442 23.0.:51.6 962 3,266 
6 30,585 1,481 8,034 LOso, bee S iad 131 3,642 
23 at Pe alive: 1,437 8,717 2704 48.3 854 4,009 
8 32,600 1,414 8, 364 25-7 .-.56.0 812 3,950 
9 34,593 1,426 8,417 24.3 541 923 4,14% 
24 1960 36,000, 1,425  8,200.. 22.8 52.2 824 4,291 
95 Sources Bank of Canada, Statistical Summary. 
Notes C.E. — capital expenditures; P.E. - public 
26 expenditures; U.I. - undistributed income; CCA — capital 
cost allowance. Institutions and housing are included in 
27 public expenditure. Inventory adjustments are excluded, 
28 
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1 
2 . 
APPENDIX X Special Capital Cost Allowance 
3 Effects on Government Revenues 
¥ Corporate CCA New Increase Change to 
4 ear Class 8 or overnment 
now CCA Actual 
expends. decrease Annual (Mill) 
5 ‘. (Asset purchased in first year) 
1 100.0 2000-1060 Foy Quinn eags m 203 
6 2 _ 16.0 6.0 940.0, 454.5 £ AL 
2 -- 12.8 4.8 ee BGO eo Fg. ae OO 
4 -- 1092 eo HONE MACE. LEO ONE LIENS 6 
7 5 - PL Pri Badr, Cttae) 199, 23 1% 21 
' Balance . omen rr Siete : oe 
8 or total 100.0 OMer 78 Siar $20.5 - 9.2 = 83 
(Assets purchased every year) 
9 1 100 Bguls+ 7 # 50 — 22.5 = 20% 
2 100 36 76 & 40 - 18.0 - 162 
3 100 49 81 # 32 - 14.4 - 139 
10 4. 100 59 85 #% 26 ~ 11.7. - 105 
5 100 67 88 #21 ~ 9.4 = 85 
1 i: 100 74 90 ~ 16 A A Rae eae os) 
7 100 79 92 £13 ~ 5.8 =-.52 
8 100 83 94 £11 - 4.9 — 44 
12 wet 100 87 le 4 8 ce at i F- 
10 POG PANE gg 96 ~ 7 = TB Wy OS 
Balance aa a TTT oe root - bearoremstneees 
13 or total 1,000 643 867 £ 224 - 100.6 ~~ 906 
14 Notes CCA = capital cost allowance, Actual cost assumes 
$900 million of expenditures and average tax rate of 45%, 
15 i 
APPENDIX XI Special Capital Cost Allowance 
16 | Benefit to Industry 
2 
Present Proposed Net l Benefit 
17 Year vec. ca vee Gch che VS anni Cum. 
18 1 Bso0u 200 1,000 700 ¥ 500.) 250) 10.51.60 
2 800 160 500." 60.) ec 200" 210 Biles 
19 3 640 128 240. . 48 .=m 80. 178 a 205 
4 HLS / LO? OZ, ATFs Neo Ge Vie 6 Jel 
20 5 HIGIEOs Rishe 51 = (51) 134 6 eh Hi 
6 328 8§=666 Peo" reo, ome | Pb LL 2} 4e2 
21 7 den, ‘Bo ALfionnh gocisiy ahivacg 4 4.6 
99 8 210 42 78° 16  — 26 99 4 «B60 
9 EGS OF 13 4 CATS PRe .E Sess 92 4 5.4 
23 10 134 ot 50 10 - 17 87 3 al | 
Balance wes —— aetna pak anes be 
pe tatal 107. 893 40 960 # 67 90 aM | Dail 
24 


-Note:.UCC ~ unclaimed capital cost; CCA - capital cost 
25 allowance. 


4 Amount of “interest-free loan" outstanding, assuming 


26 5O~ tax rate. 

07 Value of after-tax interest at 4%, annually and 
cumulatively as percentage of investment. 
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University Press, New York, 1960, pe 69.6 
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4 Bank of Canada, Annual Report of the Governor to the Min- 
ister of Finance, Queen's Printer, Cttawa, LOGOS De Les 
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©" arthur Smithies, "Rising Expectation and Economic Develop- 
ment," Ihe Economic Journal, June, 1961, Macmillan and Co., 
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T See Sraffa (ed.), Works of David Ricardo, Vol. 2, Notes on 
Malthus's Principles of Political Economy, p. 376. 

° prof, Henry C. Wallich, Yale University, quoted by Roger Me 

_ Blough, chairman of the board, United States Steel Corp., in 
an address, "Learning to Multiply and Divide," Jan, 15, 1957. 

9 Canada, House of Commons, Standing Committee on Banking and 
Commerce, Decennial Revision of the Bank Act, King’s 
Printer, Ottawa, 1944, po 650. 

10 Revision, 1954, p. .256..- 

11 Revision, 1944, p. 1004. 

12 See remarks by Hon. JeLe Ilsey, Revision, 1944, p. 438, and 
by Hon. Douglas Abbott, Revision, 1954, pp. 476-78. 
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19 Tbidey Pe 443. 
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a7 Standards of Disclosures and Financial Statements, Bulletin 
14, August, 1957, Canadian Institute of Chartered 
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18 Revision, 1944, p. 437. 

19 JeKe Galbraith, The Affluent Society, Riverside Press, 
Cambridge, Masse, 1958, pps 96-7. - 

20 See LeH. Seltzer, The Nature and Treatment of Capital Geins, 
National Bureau of Economic Research, New Corky LISLsichs Xe 

21 tbid., ch. viii. 

22 JoK. Butters, L.E. Thompson and L.L. Bollinger, Effects of 
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INTRODUCTION 


GENERAL REMARKS. AND RECOMMENDATIONS 

This submission is not a comprehensive review of the financial system, 
but concentrates on the Bank of Canada, the Finance Department and the Bond 
market. My experience has primarily been in the government bond market, which 
has lead to some familiarity with commercial and central banking, capital flows 
and foreign exchange. I have been fortunate in acquiring some knowledge of the 
mechanism and personalities, and philosophy, of the United States Treasury, 
Federal Reserve Board, and U.S. bond market, and have also been privileged 
to visit half a dozen other central banks. Thus, in looking at our situation, 
I would make comparisons with the mechanism and philosophies extant in other 
countries. 

Most of the recommendations to follow are not new, for I have made them 
piecemeal over the past five years or so. They are my own views, and do not 


purport to be, except by coincidence, those of the investment industry. 


I believe that Canada suffers from maladjustments in its financial 
system, perhaps new to us, differing in detail tuik perhaps not in basic cause 
from those experienced elsewhere at other times. 

Fundamentally I blame the Keynesian idea that full employment can be 
restored by tinkering with the monetary system and through large government 
deficits, during times of higher than desirable RRS, I believe that 
this is proving increasingly difficult, after the wartime monetary expansion, 
the postwar rise in prices, the burgeoning of large scale production capabilit- 
ies elsewnere, and a growing general realization that democratic governments 
indulge in actions which cause long-run deterioration in the value of money. 

Someone should enunciate a "Gresham's Law of Politicians", to wit 
that "those who would make money bad tend to drive out those who would make 
it less bad". It has become a political credo that to secure and retain office 
it is necessary to increase public spending, taking a larger and larger share 
of Gross National Product through taxation (and more through watering the money 
supply), distributing more and more to the voters at as This modern 
interpretation of the Marxist "From each according to his abilities, to each 
according to his needs", is practiced by many political parties which shun 


the Marxist label. 


WOTTOUCOATUI be 


Ed EMOLTACMAMMODEA GMA BXFAMTA TASMID » | 
cmptaya Lefonmealt edt to wetvet oviemedetqmos es ton at notastmive ataT ch ‘oe 
hrofl eit bas dnombrage( sonsntT edt ,shens) to Aned oft no esterda9son09 dud 1 7 

| atone ,JoAtem baod snomitevey sit at mesd yltismizq asd sonsiregxs yM  .doaren \2 
— fatiqss ,gattned Lettass bas Istorsmmos déiw ysineiltmst omos o¢ beef asd ly 
ont ‘to sabelwond smoa gnigiupos at stanvdyot assed svat IT »egnsioxs mytstot bas | 
(Yivessr? eetsat® betiaU edt to .ydqoeolidg bas ,aettifenoaresg bas metasdoem e 
boyeltvitgq nesd osls eved bre ,todtem food .8.U bus .bracd svreaeh LarebeT ie 
| Moldeuste “vo $8 gatvtool oft ,audT .adnsd Leitaso tedto anesob s tish ttatv o¢ ‘or 
| tonto oi tnatxe astdqosoltdg Bae matnadosm eft ddiw ancalitsqmoo even itvow i 
} ine 
eeitinvos 
| maid bam oved I ot wor don sts wollot ot enottebdemmoset adt to Peo (qSt 
Jon ob bie .awetv mwo ym ets ved .o8 xo Srsey ovit sesg ent revo Lsemesetg €r 
eYisaubalt saemteovit At 36 saornty pO N.S yd dqeoxs . ed ot Sroqtg 
df 
fetonsatl ett of ednembartdelam mort aveTiwa sbeme) starts svelisd I (dhet 
| eeuso otesd ak ton aqedred sax fteteb mk gnivetith .av od won agsriteq  ~medaya lar 
Bomlt tedvo tse etedwseals heonelysqxe ssoddt mort if 
od aso dnemyolame Livt tent sebt nstesnyet edt omeid I ylletnemsbayt ( \ 
snommssvog sgiel davotit bus meteye yrstonom eft dttw gotrexnts yd beroteer at 
fers 
tant evekled T Yael sidsiticeb nsdt tedgid to eemit yntiwbh .etlokteb Qe 
.fofansegqxes vietenom smidrsw oft tot ts JfuoltTitb ylantasetont gatverg al aids x 
jrditidsqess noidemboig efsee sgtel to aninossiud sit ,.asotuq at sett uswiaog oft nie 
atrematovoy oitstsomeh sadd nolteaxtlesn isteneg aniwoig s bas ,steweefs aot IS 
-youom to ovlev ofS at aottcrotyredeb myt-anol sevso tdetdw enotsos at oxyfubnt ee 
tiw ot ,"anstoittiod to wal atmadeord" « o¢stonuns Bivode enesmoe (a 
saem biuow ondw saodt tuo sviwh oF baot bad yonom oxsm bivow odw saodt" tedt 
JS2lTio nistet bis sive9e ot teft oberon fsottilog s smoosd asd tI ."bed eaol tt aS 
Sisie togisl Sue teytel s yates ,antbasga ofiduq sasetont ot yreaesoon ai gt as. 
Nesom edd antistew davordt stom fas) noltexsd dyuowds toubord Lenolteu e201) to ac 
* mishom atdt we ta atotov edt ot stom bue stom gattudindath . (viqque . 


does ot .astdilide etd ot yatbxo008 dose mort" tvatx1sM odd to notsésterqrodat 


aude dotdw zettxreq Laottilog ynem yd beottosrq ef ,"absom etd o¢ antbrooos 


fedsl tatxysM ont im 


18) 


289) 


Nethercut & Young 
Terente, Ontaric A 1036 


I believe Canada is passing through such a stage, which will last until 
people fear it may destroy the system which once gave us the world's second 
highest living standard, for many democracies have decayed this way before. 
Maybe the competition from other countries, such as the Common Market 
members, which earlier experienced the something-for-nothing, wasting currency 
disease, will shock us in time, ©) Maybe the cold bath will be a flight of 
capital, or a breakdown in the financial system, forcing the state to show 
its true colors -- not the benevolent welfare state but rather a regimented 
savings ortemeniee” 

Our financial system grew in the image of England, during the British 
century of stable or declining prices, sound money, the Gold Standard, and 
low taxes. After nearly fifty years of wasting money, two world wars, 
growing taxation, and the increasing political power of both the debtor class 
and those who would grasp the public teat, the system is showing a few cracks. 

These cracks, present for years perhaps, were concealed during the 
last War by a single minded concentration on Victory, by the rationing of 
goods, because inflation was concealed or soft-pedalled, because nervous 
inyaetbes were promised pegged bond prices, because the private sector's 
demands for money were small, The lender felt a community of interest with 
the borrower (the Government), forgetting the obvious, that the interests of 
savers or lenders and those of borrowers usually differ. In the early post- 
war years governmental surpluses, plus the willingness of Central Banks to 
buy in bonds at par, accommodated public dis-investment and provided the dis- 
investor in Government issues with the money to invest in the private sector. 
After 1950, government bonds began to sell at discounts, while those whose 
prime need was liquidity discovered that in practice it was not provided by 
long bonds which could sell at ten point losses. 

When these new attitudes had become established, we began in 1957 a 
new era of deficit finance, involving substantial monetary expansion. The 
public, after losing half the buying power of money in one pe blag 
became reluctant to buy long term government paper; bond price declines 
(from tight money periods) disorganized markets further, and the cracks in 
the financial structure appeared. The Conversion Loan of 1958 revealed 
many of them, and must be continually cited. 

I am critical of the shortcomings revealed, many of them the result 


of conflicts of interest within the Central Bank and the financial mechanism, 


‘ide. . < Te at 


BFOrA eee ones 


Iitey geal Litw dotdw .sgate s dove dguotdd gnteesq et shansd svetied I 


Suoose a'hirow edd au evag sono dotdw meteya edt youtesb yam ¢t 188% elqoog 
sstotsd yaw eidd boysosb eved eStoetoomeb yom “10% btedete gnivil taoedgtd 
jeavaM stommoD sit es fovea .ssititnvoo resto’ moxt motdtdegmos edt odyeM 
youstuo giideaw .satddon-rot-girtdtemoa sat besmetisaxe reifies dotriw .etacatanr 
to tigkit s ed [fiw dted bloo edt sdyem CH) ots nt eu doodle Lltw .oaesetb 
wore of edeta edd gntotot .meteya Latonsntt odd a} nwobitaowd’ 3 to .Letiqeo 
betnemiget a tocvet dud state exs'‘tiew ¢aefovened ode fom -~ etoloo e:rtd att 
OU oy so aoge 
folding odd gatuvh .Baalgnd to egant odd nt wets meteyd Lelonsntt 110° 
bne ,Dsabasie Slob edt .yanom bayoa .aeotig gitnifosh to efdata to yds 
,atew Bitow ows .ySnom anidacw to atesy yet? yitsex tovtA .aexsd wol 
aaslo sotdsb sit diod to tswoq Isoldtiog pakteseront et bas ,noltexst untiwors 
-2Aoeto wet B gatvode ak medaye sdt .deed oifdug eft qasta blyow odw eaodd bas 
odd gituwh befLeeonoo stew ,aqeiteg etsey tot dneeetq .adoero saedT 
to gai tio tex aig yd .yrotolVY ao solkdertmeonos hebatm elgnte ea yO tal deal 
evovien savecod ,helisbeq-tioa so belssonos sew solttsltal sassoed ,aboog 
a sogose oteving ont savecsd ,asotg baod Sogyoq beatmorg stew atodaevat 
itiw ¢estetal ‘to ysinummoo s diet tebael siT .tiLeme stew yertom tot abnameb 
to aduoxedmi odd tant ,awolvdo edt gitidogrot ,(stommrevod edd) tewortod sd¢ 
~Saoq yltes edd al .asttth yifaver arowortod to seodt baa atsbael Yo aveves 
ot aslned Letdmed ‘to aesnpallitw odd aulq ,ssautquve Letnsmrrevog avesy 1sw 
-elb oft Bbebivorq bSns drambeovnl~eih otiduq betshommooos .tsg ts absod at wd 
Totosa otevirq odd at taevat ot yonom edt déiw esveek tnommrevod at todsevnt 
esciw saodd slinw .atnvosekbh gs [foe ot naysd abnod trremarsvog OCOL “ToFTA 
yo bebivorg gon aay vt aoktoerg at dads betevooalh ytibiuptil esw boon amit 
-e9ea0l intog net 3s Lise blioo dotdw absod gaol 
8 Veel ot asgsd ow .betaildetas smoned bed sobustite won seedt asi 
edt .molensqxe yistenom Ietinstsdya gotvfioval ,sonantt slof tsb to sts Wen 
noltsisnas sf0 ni ysnom to tewog gatyd oft tLari gateol istts .otidug 
esnifosh solig baod y1isqseq dmemerrevog artst anol ytrd ot dastoufor omeood 
nt atosto ofd bis .yedduwt adaaeree bestnagtoaib. (aboltsq yenom tdptt moxt) 
Beleevex 820f to msol solarevmod of? .botseqqs Ssuudouits Letonentt sit 
sbstto yilsuatsnos ed teum bas ,medd to yosem 
divest ad} medt to ynsm .dolssvet agatmoodtode edd to Ladttixo me I ' 


wielnstoom Latonentt odd bas Ansd Laxtas) oft atdtiw gasretat I etotftnds “to 


Nethercut & Young 
Terente, Ontaric A1037 


but these are not the causes of the disease. The cause, I believe, is the 
tendency of government to encroach on our lives as both Robin Hood and Sant 
Claus, to water the money supply, and to stifle the free market system when 
it serves them poorly, by jerry-built, ad hoc, piecemeal attempts to direct 
investment, with unsuspected consequences in other areas, 

11) I believe the Bank of Canada has tended to regard the bond market 
as a utensil created primarily for the benefit of themselves and the 
Government. They have manipulated it, when it suited their PN pone, even 
on one occasion effectively capturing it for two months, and they have 
become the dominant factor, as principal and government agent directly, and 
through their pressures on dealers and banks indirectly. Markets so dominat- 
ed by one participant tend to atrophy, eventually serving the dominant 
participant poorly as they lose appeal to other participants. From the 
many activities of the Bank, in regulating money supply, marketing govern- 
ment issues, investing Trust Funds, making rules for the "money market", 
regulating banks through moral suasion, I sense that their concept of a fre 
market differs from that of most institutional and individual investors. I 
do not get this feeling in the Federal Reserve Board of the United States 
carrats met many similar problems without the same yen to dominate and 
manipulate the market. 

12) My recommendations are but repairs which may enable the financial 
system to function more satisfactorily until Governments change their Ways y 
either by ceasing to do more and more for the people, or by outright 
regimentation. These changes may occur through a public awakening, through 
inflationary pressures ending in a deflation as high priced export goods 
cease to sell, while domestic industries are idled by cheaper imports. 

13) These repairs are more necessary now than in previous, earlier eras. 
In particular I would reduce the grip of the Bank of Canada on government 
finance and on the bond market, so that the market might function more 
freely, with less official pressure, or influence. 

I would group these recommendations: 

14) BANK OF CANADA 

1. The Bank Board should consist of a few almost full time persons, 
possessing a working knowledge of finance and economics, capable of 
giving the Governor expert advice. 

2. The Bank of Canada Act should specify the Governor's tenure, pension, 


grounds for removal, etc. 
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The Act should also state that the Bank's policy is that of the 
Government, with the Government being responsible for such policy 

to Parliament. 

The Bank merits increased powers over banks and other areas of finance, 
but these should be specified as to area in the Act, and the Bank's 
right to acquire additional power extra-legally, through pressure or 
moral suasion, should be severely curtailed. 

The access by Bank of Canada to information in the hands of the 
Inspector General of Banks should be with the proviso that there should 
be no conflict with Section 67 of the Bank Act (the secrecy provision), 
nor should the Bank of Canada use information so obtained to discrimin- 
ate against any chartered bank or customer. 

"Money Market" should be formally recognized in the Act, open to all 
security dealers on a voluntary,even occasional, basis, with specified 
margin requirements, and no opportunity for discrimination, or the 
control of dealers’ inventory items. 

Bank of Canada should be permitted.to replace bills (or run them off) 
at the weekly auction, but not to add to its holdings beyond this 
replacement except through the open market. 

The Bank should be audited by the Auditor General, so that the record 
will show discriminatory deals, or any use of funds contrary to public 
interest. | 

The Governor's Annual Report should be examined and discussed every 
year by Parliament or a Committee thereof. 

The Bank should again be obliged to arbitrarily set a Bank Rate. 

The conflict of interest, inherent in having monetary policy and debt 
management functions concentrated in the Bank, should be minimized by 
diminishing the Bank's influence in the debt management area, and by 
restricting the Bank's monetary policy open market operations to 

short term issues. 

The triple conflict of interest of having the Bank (or Finance) 
represented on the investment committees of Trust Funds should be 
eliminated. 

Any ovebekit or future "agreements" between Bank of Canada and 
chartered banks, or anyone else, should be examined by Parliament, and 
either legalized or voided, and these should never be kept secret 

even during the period of negotiation, for secrecy can harm those 


kept in ignorance of the negotiations. 
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HE I'INANCE DEPARTMENT 

3\(15) 1. The Minister of Finance's job should be split, to’ reduce his responsibili- 
ties in some areas, and so that he will be able to devote more time to the 
public debt. Perhaps there should be an additional Deputy Minister, who 
could concentrate on debt matters. 

2. The Finance Department should have a well-staffed Debt Management Division 
to research for and to carry out the advice of, a Public Devt Commission, 
to be appointed outside civil service salary scales. There should be a ma 
setting expert in the Division or on the Public Debt eibae ida: 

3. A "Target" deficit or surplus should be a feature of every Speech from the 

Throne, with the details coming later in the regular budget. 


HE BOND MARKET 


16) 1. The "Money Market" should be specifically legalized, opened up, and freed 
from any undue influence asserted by Bank of Canada. The establishment of 
margin requirements, and the non-discriminatory accommodation of dealers 
should be enough, without the Bank having any power to suggest the 
composition of inventories. (This duplicates suggestion #5 re Bank of 
Canada). 

2. The Long term bond market should be given a chance at rehabilitation, by 
freeing it from the bear-hug of official influence. (Mainly the Bank of 
Canada, in one guise or another). The Bank's dealings in the market 
should be restricted to money market issues, while Government Trust Funds 
should not deal in market issues, or should have Boards free from Bank or 
Finance influence. Let the Bank cease being the underwriter, and re-selle 
of new government issues. 

3. Government bond issues should be offered at a net price to all comers, 
without commission, with perhaps guaranteed full allotment to small 
investors, and a publicly announced flat percentage allotment to others 
such as banks, institutions and dealers. This should free dealers’ from 
the conflict of interest inherent in possessing a certain unwritten but 
predictable allotment of any new issue, during the Bank's pleasure. The 
conflict of interest is that, while in a preferred position on the Bank 
list, dealers may view themselves as primarily government agents, to 
the detriment of the interests of investors. 

4. The Commission should consider the growing share of the National debt 
represented by Savings bonds. This poses a redemption threat, which I 


believe should be welcomed, not deplored, since it gives investors a 
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collective power of discipline over government, just as demand deposits 
encourage rectitude among bankers. 

5» Insurance companies should be able to trade Canada issues for other 
Canada issues, adding on to the price of the purchase any "book loss" 
they must incur by selling the original investment, rather than being 
obliged to charge the loss to current year's earnings. This would 
broaden the market, and permit investment judgment to predominate over 


book-keeping considerations. 


FOOTNOTES. 

In addition to certain appendix material, I have added a number 
of footnotes, which will bear numbers corresponding to those of the 
paragraphs to which they refer. Instead of these being at the foot 


of each page, they will be grouped at the end. 


A. H. CAMERON. 
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b BOARD OF DIRECTORS 
(LO) Tae 
6 Arguments that the Bank of Canada ‘Board (meeting infrequently, dominated 
by the Governor's veto power) possessed little authority, were summarized in 
q the February , 1961 Journal of the Canadian Political Science Association by 
8 Professor Scott Gordon of Carleton University (See pages 11-12 in attached 
9 reprint). Though most of the Board's history supports this contention, the 
events of 1961 show that the Board could also be the creature of the Finance 
19 Minister, in endeavoring to obtain the Governor's resignation. 
11 Either subservient condition questions the utility of the Board as 
12 ea ' presently appointed. There is little indication that the Board could ever 
brake the Governor, without the aid of the Minister, nor did it serve the 
is Minister in securing the Governor's resignation, without the aid of a bill in 
14 both Houses, plus a Senate enquiry. 
15 ) Since 1936 a few directors, notably J. T. Bryden, and the late Edgar 
Tarr, Peter McQueen and Thomas Bradshaw, were well qualified by experience an 
td background to give the Governor useful financial advice, but geography and 
17 political background seemed to govern most appointments. I suspect that in- 
18 frequent Board meetings may have’ seen the Governor give the Board his views 
on the economy, rather than the reverse, 
7m I believe a Board meeting in the Maritimes coincided with the planning 
20 ) of the ill-fated 1958 Conversion Loan, the largest financial operation in yeams,. 
1 If the Commission ascertained from the Board's minutes whether the Board were 
told of this coming program, and if so, whether it tendered any advice, the 
2 Commission might determine what value the Governor placed upon the Board's 
23 advice. The Bank records should show the date of the meeting, and if the 


printing orders, etc. were coincident. 
Further, Governors might derive real aid and advice from a small Board 
@ perhaps four or five people available in Ottawa two or more days per week -+ 
people with practical backgrounds in finance and economics, even if we must 


junk the geographical representation principle, plus the ban on bankers which 


may now bar our most knowledgeable money-men. 
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Board of Directors - continued 

Such advisers might aid a Governor on technical matters, restrain him 
from pursuing moral suasion too far beyond his legal powers, or from trespassing 
into fields of public policy reserved to Government or Parliament, yet buttres 
the Governor Geatnst unwise policies advocated by economically uninformed 
Ministers by showing that the Governor had the backing of the financial 
community. (F) 

Such a Board could also explain Bank Policy. There is suspicion in 
financial and business circles of government institutions directed exclusively 
by professional public servants lacking practical business, bepnbus ke financia 


or psychological experience. Spokesmen with acknowledged competence in the 


business and academic world could improve the Bank's image and public 


‘confidence in its policies. 


Members of the Federal Reserve Board in Washington, (14 year terms, 
$20,000 salary) are not dominated by the Chairman (4 year term, extra stipend 
$500), and these full-time Board members frequently expound Board policy, 
visiting the twelve districts to suspen the (usually twice a year) visits 
of the ave ria, 

As a visitor to many American banks and dealers, I can say that the us- 
ually frank critiques of the Administration or Treasury seldom are augmented b 
criticism of the "Fed" or its Board members. Possibly one explanation is the 
smaller debt menaced role of the "Fed", compared to Bank of Canada, plus th 
"Fed's" adherence to its legal powers with little reliance on moral suasion, 
compared to Bank of Canada. Yet, in London, where the Bank of England has 
both a large finger in debt management, and employs moral suasion extensively, 
but has many respected "City" people on its Court, criticism of the Bank in 
the "City" is rather small. 

Though shunning popularity contests, Central Banks saat the respect an 
confidence of the private financial sector, to which a proper Board would 
contribute. Such goodwill existed long after the War, even with the present 
type of Board, perhaps due to memories of wartime collaboration on War Finance 
but more likely due to the personality, wide experience, and universal respect 
enjoyed by Mr. Towers, whose "feel and flair" may have concealed many 


structural flaws more evident under more mechanistic management in recent yes: * 
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THE GOVERNOR 

The past year's events indicate beyond question that Parliament 
should by legislation clarify the position of the Governor as te tenure, 
grounds for dismissal, and pension. 
RESPONSIBILITY TO GOVERNMENT 

Obviously Government cannot long escape responsibility for Bank 
policy, but for varying periods Ministers have disowned unpopular policies, 
while seldom hesitating to take bows for popular Bank moves. ‘tT believe som 
Central Bank Acts specify that the Bank's policy must be that of the Govern 
ment, for which Government is responsible, thus hindering Ministers who would 
play Pontius Pilate in Paritmnent I hope the Commission will suggest 
such an amendment to the Bank of Canada Act. 


GENERAL POWERS of BANK and/or GOVERNOR 


Many people, including a former Governor, believe that the Bank's 
powers over banks, finance companies, and other Ipseley Me should be 
enlarged. Whatever das changes may be, I think they should be covered by 
specific legislation, so Parliament and/or its Wemnibtteas san hear 
witnesses, discuss the matter, aggre the changes , making sure the 
powers are to be used Dea | 
The Bank obtained "agreements" els Biante catia not specifically 
ey blessed by the Act, notably those respecting secondary reserves and term 
loans, with no one certain whether the Bank's arguments, or fe fear of the 
Bank's legal right to raise cash ratios, etc., tipped che scales. When the 
banks began augmenting secondary reserves by switching for bills, the bond 
market learned, after a costly period of secrecy, what was on foot through 
bank "leak". Monetary policy was being made in secret. 
Other attempts to make changes without legal authority were less 
on successful, notably suggestions anent notional segregation of savings 
deposits, and suggestions made to finance companies (though chartered bank 
credit lines for finance companies were frozen). Perhaps other sectors of e 
economy incurred official displeasure, with the Bank acting in the public 
interest -- as it saw it -- but without specific authority, to allocate 
resources (credit being the ration coupons) between different classes of 
borrower. Similarly limits on term lending may have penalized one company 


lacking other sources of funds, as against another with additional, 


perhaps non-Canadian, facilities. 
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General Powers of Bank and/or Governor - continued 

Though the Combines Act exempts Finance, stich joint actions by Bank 
of Canada and satellite chartered banks are a de facto restraint of 
finance. If this be deemed in the public interest, surely legislation 
should spell out how, when and where, at least as to area, though I would 
not want to see rigid formulae in the Act. I hope the Commission can 
examine the place of term loans, notional segregation of savings, regulation 
of finance companies, etc., and reject or recommend appropriate’ legislation. 


I think the term loan has a valuable service to perform for & customer whe 


) 


the banker can accommodate him better than alternative $iheS ca, If at 
times it is an expansionary force to money supply it is no more so, and 
perhaps more productive than a government deficit or N.H.A. mortgage. 

The Inspector General has access to chartered bank books, the purpoge 
being stated (in Section 63 of the Bank Act) as being primarily for the 
protection of creditors and shareholders of a bank. Notwithstanding 
Section 67, (respecting Secrecy) the Minister, Deputy, Bank of Canada 
Governor or his representative, appointed in writing, has access to any 
information regarding the affairs of a bank, 

When Parliament creates a right of enquiry for one purpose - i,e, 
protection of depositors and shareholders, should not parliament make sure 
it is not used for other purposes, such as the allocation by Bank of Canad 
of credit as between different customers of banks, or different industries, 
or in any way to discriminate against any chartered bank or customer 
thereof. There should be some safeguard in this regard. 

Financial institutions, trustees of others! funds, conduct HSTRe4 
with prime regard to their trust funds, and some regard for their share- 
holders. Where the "public interest" is not defined by Parliament, such 
institutions will naturally do as prudence dictates, loathe to heed inter- 
pretations of "public interest" defined solely by Bank of Canada, in areas 
where the Bank lacks legal power. Our American friends long ago preferred 
& government of laws to one of men, and the Federal Reserve does little 
without legal authority. 

The 1958 Conversion Loan involved considerable pressure on financial 
institutions, many of whom felt that Conversion of their Victory bonds was 
against their best interests. The Banks nominally were in the most 


vulnerable position. 
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General Powers of Bank and/or Governor - continued 


Though Mr. Fleming told the House (Hansard, August 29, 1958, page 


4278), "The terms of the loan were clearly laid down at the beginning and 
there has been strict insistence on adherence to those terms", some banks 
may have exchanged some Victory bonds for more suitable (but not Conversipn 


Loan) bonds, which originally emanated from Bank of Canada's own 


portfolio. Since all large investors were on an "exempt" list, with par- 
ticipating dealers barred from trading Victory or Conversion bonds with 
these names, except as designated by and for "The Committee", the "free 
bond market" was effectively closed to sizeable dealing during the Loan, 
Bank of Canada published a price list on Canada issues, including well 


marked-up prices for Victory issues. A "secondary marketing committee" o 


dealers was trading in the Bank, with Bank funds. The "market", to all 
intents, existed only in the Bank of Canada during the Loan, in such 


volume and at such level as the Bank and its "dealer committee" decreed. 
See Appendix III. 

I re-launder this old linen to forestall the excuse that any larg 
special deals must have been executed "through the market". The market 
was the Bank, or its agents. Only a detailed audit of the Bank and 
chartered banks' books would show the extent and truth of widespread 
rumors of special deals. , 

The point of mentioning special deals, differing from the 
official Conversion, is that they represent another exercise of discrimi 
tory, discretionary power, not within the ken of Parliament, and unknown | 
to the average investor, offered only the official deal. Since current 
deficits and growing short term debt presage another Conversion in a year 
or so, I think the Bank's power to apply pressure, or to do special deals 
should be sanctioned or prohibited by law, as Faftdament shart decide. 

I would hope Parliament would prohibit these practices, but in an 
event the 1958 situation cast no credit on the ethical concepts of a 
public institution. 

MONEY MARKET WITHOUT SPECIFIC LEGAL BASIS 

The Bank of Canada may make loans to banks, provinces and the 

Federal Government (but not dealers) under Section 18, Subsection sy 


paragraphs h, 1 and j of the Bank of Canada Act. Paragraph k permits the 
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Bank to buy and sell securities from or to any person, in categories which 
may be summarized as Canadas, Provincials, U.S. and U.K. governments, and 
certain commercial paper. 

I think that the "money market", i.e., the execution of purchase 
and resale agreements with certain dealers, rests only on the authority of 
paragraph k, with the Bank interpreting "any person" to mean only those 
dealers whom it accepts and who abide by the criteria, and regulations, 
which the Bank may from time to time lay down. In effect these dealers are 
privileged, during "good behavior" as the Bank defines it. 

Paragraph k, though broad enough to permit the Bank to do re- 
purchases with "any person", gives the Bank opportunities to use re-discoun 
privileges to secure dealer cooperation, or acquiescence in many areas, 
reeling’ tee portfolio composition. 

It would, I think, be wise if Parliament formally put the "money | 
market" in the Bank of Canada Act, with a known and specified set of regu- 
lations, so that "any person", or "any dealer" (if this is what the Act 
means) should have access to the Bank on known terms, against specified 
collateral with specified margin, and. so no preneniate discriminatory or 
Niserest onary power. 

The banks know how and when they can borrow, from the Act. Should 
not the "money market", with "common law" status, % be recognized, de jur 4 
as well? 

In the United States the Federal Reserve Banks can, at auction, run 
off bills in portfolio, or replace them with the same amount, but if they 
wish to acquire additional bills, they must buy in the open market after th 
auction. Such a rule might be desirable here to make more Central Bank 
net buying of bills take place in the open, and not through an unduly high 
bid designed to influence the average price and yield. 

ACCOUNTS AND GOVERNOR'S REPORT 

Parliament should by statute receive and discuss, in Committee or 
full session, the Bank Governor's annual report, for the lack of such 
examination for some years may have contributed to the events of 1961. 

Professor Gordon(CPSA Journal Reprint, February, 1961, page 13) 
claims that the Bank's rights to publish what it pleases, and to spend its 
independent income as it pleases, constitute weapons of great power. 


Gordon's book (The Economists versus Bank of Canada, Ryerson, Toronto,1961) 
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Accounts and Governor's Report - continued 


50) 


(51) 


(52) 


153) 


(54) 


also suggests that the Bank could hire public relations men "to put an 
effective gloss on the public statements and speeches of its officials.... 
to create a favorable image of the Bank" (page 7). These remarks, seemingly 
facetious when written, assume more importance in the light of the press 
releases from the Bank this past summer. 

Gordon further feels the Auditor General should be the Bank 
auditor, and remarks (CPSA Journal Reprint, February, 1961, page 22), 

"Tf we assume however that the Bank of Canada as it is now 

constituted never makes deals of a questionable nature, we may 

be assuming too much. If the Bank of Canada were to engage in 

such a transaction, it would probably never see the light of day. 

But if....the Auditor General were designated as the Bank's 

auditor....any irregularities of this nature would find their 

way into the Auditor-General's report, and would thus be opened 

to the scrutiny of Parliament and the general public. The 

independence of the Bank of Canada from the Auditor General does 

not guarantee the integrity or impartiality of the Bank's 

practices nearly as much as it guarantees their secrecy....." 

I would support Gordon's contention, citing the 
Conversion Loan, 
BANK RATE 

In most countries the Central Bank sets a Bank or re-discount 
rate of interest, at which it will, as lender of last resort, accommodate 
banks, or dealers on short government or even commercial paper. Bank Rate 
is the traditional U.K. signal of official opinion on interest rates. 

It was so in Canada, until, in late 1956, the Bank set. Bank Rate 
at 0.25% above the yield of the weekly auction of 91 day Treasury bills, a 
rate which the Bank could influence crudely by its own bids for bills, and 
through loosening or squeezing tiie chartered banks cash positions. 

The original motive for "floating" the rate may have been to end 
the criticism which arose several times in 1956 when Bank Rate was raised. 
The "floating rate" took Bank Rate off "page one", returning it to an 
obscure corner of the financial page. The Bank (or government) were no 
longer responsible foy rising rates; one could now blame U.S. rates, or 


"the market"!! 
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I think Bank rate. should be restored to symbolic status, by 
having it again arbitrarily set by the Bank. Other countries occasionally 


find dealers or banks borrowing at Bank Rate to carry bills bearing a 


higher rate. The Bank can raise its rate on a renewal loan, without changing 


Bank Rate, with the renewal rate being tantamount to a refusal. 

I agree that a violently fluctuating Bank Rate, for example the 
floating rate, gives confusing week-to-week signals of Bank policy. In 
Canada we do not have the "open mouth policy", such as the "Fed" employs, t 
supplement the discount rate, for hardly a week passes in the U.S. without 
some public appearance by a Board member, giving the Board's views. 

Variations in chartered bank cash, sometimes seasonal, sometimes 
from erroneous projections (quickly reversed the next week) sometimes from 
bad weather raising the volume of items in transit, also do not correctly 
indicate Bank policy. These errors are more unsettling when the chartered 
banks are kept on a tight rein by technicians who aim at a sort of push- 
button system where close akage 'phev fae. immediate bank reserve reaction 
to Central Bank action, for there is little cushion available. 

CONFLICTS OF INTEREST 

The Bank of Canada buys and sells securities to regulate the 
reserves of the chartered banks pata monetary policy function. It may also 
use pa market operations to aid debt management, acting as agent for the 


(F) 


It is difficult to serve two masters, and the Bank of Canada's 


Finance Department. 


securities department faces conflicts of interest between what is best for 
monetary policy, and what is best for debt usnnatmeney } 

The Bank, as money managers might wish to tighten the banking 
system, while simultaneously the Bank as Finance's debt management agent 
wanted to finance at an advantageous rate. The bond market could be "rigge 
by even easier money, until the new issue was floated off, after which the 
temporary money -- and even more to compensate for delay-- could be pulled 
out to tighten the system. 

Bruce King MacLaury, one time economist for the Federal Reserve 
Bank of New vorks tn a Ph.D. Thesis for Harvard, (on Canada's money market) 


February, 1961, pages 71-2-3, states with delicacy: 
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Conflicts of Interest - continued 
"Unlike the Federal Open Market Committee, which explicitly 
adopted a hands off policy with respect to easing the reception 
of new Treasury issues or refundings, the Bank of Canada has 
consistently geared its operations in the market on such 
occasions to meet the needs of the situation....This process 


of "sweetening the market" appears in retrospect to have inter- 


fered with the Bank's "dynamic" responsibilities on this 
occasion although at the time the authorities were just 
beginning to pull in the credit reins on the expansion of bank 
loans and were probably not aware of the conflict of interests. 
On other occasions the conflict has been quite apparent to the 
authorities and as a result the "sweetening" process has been 
all too transitory from the point of view of the dealers who 
have not been able to dispose of their own inventories of the 
new issue before the market fell....." 

Thus an outsider, sympathetic to Central Bank problems, remarks 
that the U.S. do not "rig" their markets for new issues, while Canada does, 
and he cites numerous examples.’ Ethics aside, the common knowledge of 
this "rigging and plug pulling", to use more earthy language, generates 
suspicion by both dealers and investors who were past victims of misleading- 
ly attractive (for the fleeting moment) new issues. Solving the conflict 
of interest this way thus has its own costs =- loss of confidence, and 
diminished credibility for the Bank and its pre-issue "now-you-see-it-now- 
you-don't" easy periods. (F) 

Originally the Bank may not have sought too much responsibility 
for debt management, but this grew, perhaps inadvertently, when larger re- 
fundings plus the post-1957 deficits found the Finance Department 
lacking a well-staffed Debt Management Division, with its own economists, 
etc. Thus the Department may have leaned increasingly on the Bank for 
advice. This advice may have at times reflected more concern for monetary 
policy than for debt management, though the flavor may have eed 
imperceptible to the Bank officials giving it. Eventually the camel 
may have enjoyed getting further into the tent. 

Sometimes the Bank may have been more conscious of its monetary 


aims when it gave government debt management advice, without full 


explanation. The 1958 Conversion was extolled as a “elean up" for 
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3 Conflicts of Interest - continued 
"short term debt" (including some bonds not due until 1962-3-6), with the 
4 Minister even being induced to claim that the market viewed such bonds as 
5 due on their 1959-61-63 call dates, though they were selling well below 
6 par sth! Since the Minister was relatively new, maybe he was. only repeat- 
ing what he was told and believed he was selling a scheme of debt re- 
7 arrangement, even saying of the Loan (which raised interest rates immediate- 
8 ly) (Hansard, July 14, 1958 - page 2203): he 
9 " »,ethe beneficial results of this will extend well beyond 
the market for Canada bonds and into the market for provincial, 
10 municipal and corporate bonds." 
i I regard this loan as primarily monetary policy, designed to strip 
i the public of short Victory bonds, due 1959-60, because these, plus enlarged 
' money supply, and more short issues for deficit finance, would create an 
i3 overly liquid public, at a time when the economy turned to recovery, or 
14 even boom. That reduced liquidity, or a "tight money policy", aus near, 
15 probably never struck the Ministers who, in apparent good faith were 
promoting a deal which "tight money” would turn into a trap. 
Bh This is not a view from hindsight, for I would quote from a letter 
7 : dated July 16, 1958, sent to the Governor by my partner and self. 
18 "We have been examining the considerations which we think would 
properly reflect the thinking of a Central Bank at this juncture. 
3 We think we would, as Central Bankers, come to the following 
20 conclusions: - 
71 1. Large scale deficit financing for 1958-61 involves substantial 
monetary expansion. 
34 2, Eventually this will create renewed inflationary pressures 
23 of major proportions. 
24 3. The dampening of this inflation will require a ervelly tight 
money policy - (very low bond prices). 
23 4, Such a policy cannot be too successful if there is excess 
26 - public Liquidity. (In other words, the public should not be 
a | allowed to own too many short term bonds which can be turned 
into cash by their early maturity, or by sale at a small loss). 
a8 5. It would seem necessary at this juncture to take steps to 
29 deprive the public of much of their liquidity. (In other 


30 words, the public must be induced to replace their short 
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: 66 Conflicts of Interest - continued 
3 ea) terms with long dated issues, which could, under tight money, 

4 be liquidated only at a substantial loss), 

6, Since this situation exists in the United States also, there is a 

°| the more reason for meeting the problem here first. . 

6| 

Since however, we are not Central Bankers, but Bond Dealers, the 

i same reasoning dictates that we, recognizing our primary responsibility 

8 to the clients we advise, examine how best these clients can be served, 

We also see; 
9 

Le Absolutely no evidence of any cutback in Federal spending. 
10 2. Monetary expansion in the order of roughly $ 1 1/4, billion since 
11 August, 1957 (with the new $400 million issue), 

PA se Enough deficit financing in the next year or three to cause con- 
og siderably more monetary expansion, or much higher interest rates 
13 in the long end of the market , or both, and when the inflationary 
14 pressures become severe, there may be a need for a severe money 
15 squeeze -- with very depressed bond prices. 

16 These considerations should therefore cause us to counsel clients 
to preserve liquidity at all costs. 
uf If we believe that the preservation of maximum liquidity would be 
18 dn the best interests of the clients we advise, our participation 
19 in an enterprise involving switches to long bonds (which would 
reduce liquidity) cannot be wholehearted. In fact this participa- 
te tion might be mis-construed by those we normally advise, as 4 
21 tacit endorsement. of all such exchanges, and we would not wish 
22 this to happen. 
We therefore think that the only honest thing we can do is to 
a withdraw from the organization for the 1958 Conversion Loan 
24 forthwith, with the least embarrassment to all concernetle+s+++!" 
(67) In discussing this letter with the Governor, no attempt was made 
26 to disabuse us of our ideas which proved well founded within two months. 
27 We claim no monopoly for this view, in July, 1958, or now. We also 


viewed the marking up of Victory bonds prices, in one case by five 


points as unethical market rigging. 
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1 
2 Conflicts of Interest - continued 
3 68) An expert debt management division in Finance would have recognized 
the Loan for what it was; it might have been vetoed, or if authorized in 
? modified form, Ministers would have been less enthusiastic in selling a 
5 monetary trap, or countenancing (if indeed they were aware of) the high 
6 pressure methods of the Bank and some dealers. I think the after effects, 
the huge dis-investment, reflected the fears of "tight money to come", plu 
7 real institutional resentment of the high pressure tactics. With more 
8 debt management responsibility in Finance, I think recognition of the 
9 conflict of interest would have ensued, and the country spared some of the 
disorderly markets of 1959. 
10 ‘6 The Investment Committee of Unemployment Insurance Funds, which 
11 ¥ included Bank and Finance officials, acquired in July, 1958, long Conversi 
12 bonds, giving up its more liquid 1959-60 Victories, but a few months befor 
predictable seasonal needs compelled liquidation of the long issues at 
= substantial loss. An independent trustee, uninterested in debt management 
14 schemes, might have stressed liquidity. This conflict has now been solved 
15 by Ottawa giving UIF demand se, sears but there is no guarantee that 
Trust Funds may not again be used for debt management ends. Bank official 
- on these boards must compromise the conflicts of monetary policy, debt 
17 management and trusteeship (See Appendix III) 
18 Ho) Conflicts of interest are better settled at arms length between 
opponents of equal power and information, than by one agency serving two 
1 or three masters. I would hope the Bank will cease to be represented on 
20 Trust Fund boards. 
1 i I feel that the Bank's activities in the bond market have contribute 
to its disorganization, because the bank chose to make monetary adjustments), 
oN which could have been effected in the bill or short area, in the longer 
23 area, for purposes of debt management, to "produce a yield aurve", or to 
24 "nudge" prices, all symptoms of conflict of interest, and bad compromise. 
Recently the Bank's incursions into the long area have been mainly 
a te as buyer, acting for the Purchase Fund. Yet as recently as ramate 1962, 
26 the bank acquired a new issue of bonds due 1968, and attempted re-sale at 
27 a time when the banks were receiving a flow of post-Christmas cash from th 
public, something the Bank normally mops-up, lest it inflate bank reserves. 
" It sold few bonds in what appears to have been a compromise between the 
29 
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Conflict of Interest - continued 

monetary objective described, and the debt management objective of 
selling medium term issues. It has had to sell bills and shorts for 

the "mop-up", even doing a re-purchase (selling some shorts to government 
which temporarily reduced government deposits), while it has again 
created market apprehension. Enough of conflicts of interest, and 


compromises! 
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THE FINANCE DEPARTMENT 


THE MINISTER 


The Canadian Minister is overworked by comparison with the Secretary 
of the Treasury, a Presidential appointee, whose time in Congress is but a 


few committee hearings. The Minister must spend much time in the Commons. 


The Treasury Secretary does not prepare the budget (The Minister, in Canada, 
does), for the U.S. has a Budget Bureau, and there is another U.S. official, 
the Treasurer of the U.S. who may correspond to our Minister's other title o 
Receiver General. Maybe we should split the Finance Minister's job. 

I believe the U.S. Secretary can and does devote considerable time to 
debt management, on a scale physically impossible for a Canadian Finance 
Minister. 

THE DEPUTY MINISTER 

Backstopping the Minister with material for use in the House, plus 
budget matters, are two jobs our Deputy has, which lack U.S. counterparts. 
There are two U.S. Undersecretaries anyway, one of whom is usually experiencdd 
in banking or finance. The current incumbent was, until a year ago, a senio 
official of the Federal Reserve Bank of New York, and devotes perhaps a 
majority of his time td debt problems. 

DEBT MANAGEMENT DIVISION 

The U.S. Treasury Debt Management Division, adviser to the Secretary, 
contains perhaps twenty-five offitials, including economists, researchers, 
and an actuary , who consult with bankers and goverthment dealtrs, leaning 
little on the "Fed" until they conceive their own ideas. These may then be 
discussed with the "Fed" at a high level, so that compromises between debt 
and monetary policies can be thrashed out between equally powerful and 
well informed partisans. (F) 

We have many capable people in Canada's Finance Department, but 
carrying so many responsibilities, we do not seem to have a debt management 
division in depth, with research staff to match that of the Bank. 
Consequently much depends on advice screened through the Bank, and perhaps 
unconsciously flavored with monetary policy interests. 

Selling bonds is a aaitdde function where Ottawa is selling merchandisel, 
instead of taking taxes from pay cheques, or giving handouts to 
grateful citizens. Neither the overworked officials in Finance, nor the 
Central Bankers with experience in nudging a captive banking system have any 


background in merchandising, calculating public psychology, or demand, 


z oe ae : ws 
i = a oe 1 - i 
A - hr, 


q 


THGMTAAGIO SOMAMIA BHT 


MnO mae 


+. 


yretenoce erit itv namiadaiia, sie yd Seatowrevo bE ‘Sete talM net bens oat 
a dud et cme at ombt saotty ,vetnioggs Lettnob teas a cuveaor? ont 0 


BcromUued oil’. at omid foum Dregs cdtemn notatntM ett “agai taod oedd tno ae 

| eben80 rk Jetekeke ent) tenbud oft oxegora ton dane wusteros2 eau ont 
1 Sih 

 fatottte .3.U ‘rodigons at sredd bas aoornt dosbud 8 “ead .8 u odd ‘x02 deeok 


| 


‘/ elsts tacito atnotebete a0 ot bnocaettoo yam odw .a. U odd %o remasort ont 
dot, atveteiniIM somantt edt tiige Slyoda ow edyeM tavern sevisoofl 
ot omit eldexrebianoo edoveb asoh bia nso ytetetosa .8.U edt evotied I 


sonsntd natbenad) s tot eldtaeoamt yilsoteyig sfsoe s no ,tnemegsnsm tdeb 


srotatolM 
( ) | } HATSIVIM YTUTEA VHT 


aulq .ssuoH edt mb say tot Isiustam dtiw wetatalM ont gniqqotedosi ots 
,atvsgrednvog .o.U Hoal dotdw ,asd ytuqed mwo edot, ows ors ,aredtdeam toegbud ee 
penbiwans yifsuves at mortw to eno ,yawynes eotustetosatabaU .2.U ows ots srtoedT 
hotaes & ,ons tsey se Tico ,aew gasdmiyront tosrreue esT ,sonentt to aotansed at 


6 egqaiixeg setoveb bas .ALOY well to Amel evisaeh LatebsT edd to Lstoltito 


-ambidord tdeb b+ emtt afd to ytirotsm 


MOTSIVIC TVIMADAMAM "TES 


<vraterce2 edd of teetvbe .colatvid dnomegensM tde@ ywaserT .B.U odT ‘ vt 
| .Stedorsedst ,adetmonoss garbtrfont ,alaiditio ovit-ytnewt aqadisq antetaoo " at 

| . gotneet ,etéleeh dapmtrevog bas steduad détw divenos odw .yrevtos as bas 
ae nett yan seertT .essbt mwo aledtd evieonon yedt Litay "bet" edt no elssil aa 
dob meewted aoa kmoxqmos gad¢ oa level datd s ds "bet" odd dttw boaavostb ON 


(4) ,anseltxyeq bemrctat flew 


gud ,doxomiuseqsd somsnlt e'absnsd at elgosg sidseqso ynam svsd oW 


bane Lutyvswog ylieupe neewted tuo bedesrdt od aso eelolfog yietsnom bas 
| 


Snemegenam tdeb s svad of mesa tom ob ew ,asidiiidiemogqast yasm oe gatyiiso 
2. Ansa oft to tadt dotem od Ttatea dorsesaet dtiw ,ditqeb at sotaivibd 
egedieq bos .Ansd ont davoxwlt banseros soivbs mo abssqeb dovm ylinsypoanod 
eatestodat yotlog yradesnom déiw betovalt ylevoloanoony 
yeetbaadorom nifica ak awsttO oxedw noltonut panirane 8 at abnod natif{se 
od adwobusd gnivtg 10 ,eevperdo yeq mort eexst gnivat to bsotent 
ers toa ( ont T ak eLstoltto bexxowrovo edt red¢ted .anesisio Iutosarg ia 
ye ovad meveys gnotanad evisqso s gniabus alt sonmelteqxes dtiw exsdnad Lettas0 | 


.Daemeb xo ,.ysolodoyaq olfduq yniteaivotso ,yntalbasdotem of bavyotgdosd 


7 | | ; oy if ¥ i 
On a am ii geye ia is Be ieee 


Nethercut & Young 


Fonante,. Ontario A1055 
1 
2 
3 Debt Management Division - continued 
4 and few have any background in the investment business. 
5 fe) With a public relations campaign you can sell any merchandise -- good 
or bad -- perhaps once; but the bad eventually ruins the manufacturers 
6 reputation. The Conversion was a well publicized sale of unsuitable merchan- 
7 dise, witness the "refunds", and the bad taste yet extant. There eg 
8 | believe, more resentment about 4 1/2, 1983 selling at 93, because they were 
bought under pressure and exhe\//ion, than about 3 1/4, 1979, ata 19 point 
9 loss, bought voluntarily, ‘F) 
10 At If the Conversion damaged the reputation of Canada bonds to the point 
11 that subsequent issues have cost 0.25% extra yield, the cost per billion of 
subsequent financing is $2,500,000 per annum for the life of the bonds. New 
12 | issues, including Savings bonds, but not bills, in 1959-60-61 total about 
13 $8.8 billions. I believe that the "tap loans" of the past year have also 
14 affected public confidence. 
I am not unmindful of the difficulties caused by the post-1957 series 
si i: of deficits, but I reiterate that in these circumstances defects in debt 
16 management concept, technique, etc., are just that much more apparent and 
17 costly... 
I think we need a Debt Management Division in the Finance Department, 
18 }®) with its own economists, research and perhaps marketing experts, sana of 
19 stressing debt management, not to be confused with the monetary objectives of 
20 the Bank. I realize that the best marketing experts probably earn as much 
or more than the Deputy, so.we might need to create a Public Debt Commission, 
a answerable to the Minister, but outside of the civil service pay scales (like 
22 the Bank or CNR presidency). The Chairman might be found in a Bank, and the 
23 marketing expert in one of the larger investment dealing firms, 
If the difference between the best and second-best debt management 
- pS) can shave interest costs by 0.125% per annum, (while perhaps aiding monetary 
23 policy too), we are discussing savings of $22 millions per year on the 
26 present debt alone, to be realized as it is refunded - or $1,250,000 per 
billion per annum on new issues, 
” With current deficits we must give the public what it wants in the 
ay way of securities, rather than what Ottawa thinks it should buy and keep. 
29 
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Debt Management Division - continued 

This is a job for a marketing psychologist rather than an expert with a 
slide rule, or statistics which indicate that savings depositors should 
buy this, or banks “ought” to buy that, ©) 

THE BUDGET 

While budgets may have once been a matter of adding up. revenue and 
expense, stating the difference as surplus or deficit, we have now the 
concept that "X" or "Y" deficit or surplus was "appropriate" to the state of 
the economy on a contra-cyclical budget basis. The basic determinants were 
supposed to be the economic slack or otherwise, and the GNP expected. 

We know that such budgets can produce errors of the order of $200 
. millions through a small shift in GNP, so they are considered "hopes", and 
not rigid forecasts. 

Surely with this type of budget, it ought to be possible for the Speech 
from the Throne to give a "target" deficit or surplus, leaving the details for 
the régular budget. 

Are we not harming ourselves by carrying the British tradition of 
budget secrecy to ridiculous extremes in hiding what are really hopeful 
guesses -- the aggregate deficit -- until the full budget comes down? 

Even though the President does not know if Congress will pass the taxes 
involved, the U.S. manages to announce a budget target early every January. 

I advocate no premature revelation of tax or tariff changes, since our system 
of government gives 99% assurance that they will become law. 

Would we not be better with a rough gross deficit estimate, (speculating 
for a few months about taxes, etc.), than waiting for months to see when, or 
if, there will be a budget prior to election this year, or waiting until 
June in two recent years? 

It should not surprise you to hear that many would-be investors feel 
safer on the sidelines until the deficit is at least indicated. Since 1957 


this uncertain mood is often reflected in pre-budget markets. (F) 
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THE BOND. MARKET 

The term "bond market" is a generality, for there are many markets, 
ranging from the government market to the market in speculative, defaulted 
corporate issues, 

There are two broad government market sectors. The short term market 
consists of Treasury Bills, and bonds up to three years in term. There is 
good volume of trade, and new trading opportunities arise from price change 
of as Little as 0.01% to 0.05%. The long term market is narrow, with low 
volume, with even price changes of 0.25%, or 0.50% often generating little 
additional trade. It was not always thus in the long market, but the 
deterioration commenced some years back. 


In Canada and the U.S., most trade occurs in the short term area, 


the securities being interest-bearing cash substitutes, dealt in by banks a 


corporations with money to lend at short term. In this area Central Banks 
can vary ecimnéridtia 1 bank reserves by purchases or sales which have minimum 
impact on capital values, both mathematically and because of the broad 
market. (A 0.01% change in Treasury Bill yields means but $25 cash change 
in capital value per million, and a similar yield change on a 10 year 4d, bon! 
means & capital value change of $800). In the U.S., a New York Times 
article of January 21 suggests that 75% of the trade in U.S. Governments 
occurs in the under one year agag 4?) 

The importance of the short market in Canada and the U.S. has grown 
dn recent years, for the debt has become more concentrated in this area, an 
fluctuating prices have shown many long term buyers of the 1940-50 era that 
practical liquidity is not provided by the ability to sell a long term bond 
at a 10 point loss. Both nations have found it increasingly difficult to 
sell long issues, and in varying degree have reluctantly produced the 
desired short term issues. 

Participants in the Canadian short market include Bank of Canada, 
chartered banks, trust companies and other financial institutions, industria 
concerns and junior governments, etc., plus two groups of dealers -- those 
who enjoy re-discount privileges at Bank of Canada (and hence cheap day-to- 
day loans from the chartered banks) and those who do not. The chartered ba 
loan facilities are augmented by what are called "country banks", industria 


corporations, junior governments, etc., who will lend for a day, a week or a 
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The Bond Market - continued 

month, at low rates of interest against suitable collateral. The securities 
eligible for re-discount at Bank of Canada (and hence for day-to-day loans fro 
the banks) are Treasury Bills and Canadas under three years in term. In the 
aggregate the borrowings from the official money market are often less than 
those from "country banks" against similar collateral, while the "country bank' 
market is even larger when loans against other collateral, “tse as longer 
Canadas, provincials or finance paper are added. 

My firm was originally one member of the twelve dealers enjoying 
access to Bank of Canada funds. We withdrew from this group in about a year, 
for our line of credit was too small to finance an adequate inventory of more 
than one or two issues, for we do what is Nelsen te a wholesale business, 

I understand that the lines of credit were given on the basis of total 
capital, and while our capital is and was small in relation to some of the 
ats is doing a "financial department store" rege our capital is 
100% available for the financing of government issues. Many larger firms have 
much capital tied up in sizable margin requirements for inventories or 

transit items in other types of securities. We feel that, wEshent risk to 

our capital or customers, we have ample capital to carry six to ten times as 
large a position in short Canadas as the Bank allotted. 

We feel that the criterion should be that of our own pecker, 1.€., 
the Pa of adequate margin, currently not a prime factor in the Bank of 
Canada's repurchase activities. 

We have not regretted leaving the official money market, finding 
adequate accommodation from outside funds, (though at higher than day-to-day 
rates), for we can operate an adequate inventory, and are no longer subject 
to Ob jul from Bank of Canada as to what issue or Te RUSE we should 
inventory. I suspect that profits have exceeded those we Aigue have 
realized as continuing members of the money market, one reason being the 
freedom to expand or contract operations without totranee or undue fear of 
official displeasure. 

I mention this because I think some official money market members have 
made excellent money in the short market, though the unofficial market may be 
more profitable to them than their relationship with the Bank. Others in the 
"club" may have done less well, and may at times indulge in activity because 


it is expected of them as continuing members of the official group. This may 
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The Bond Market - continued 
or may not benefit the market, over the long run, for such "shovelling smok 
may create difficulty for others. 

I would like to see the "money market" at the Bank thrown open 
to all government bond dealers, (with adequate margin the sole basis for 
lines of credit), as and when it suited such dealer to participate, I thin 
that the net result would be the concentration of the continuing business i 
the hands of three or four dealers, most of the time, with the others 
constituting an expansion and contraction of the total market as conditions 
warrant, and as the spirit moves them voluntarily. 

The restricted "club" idea probably suits the Bank of Canada 
quite well, giving them an element of control over the members, keeping som 
of them in the market even when good judgment might suggest inactivity, and 
enabling the Bank to influence inventory details. Legally, as expleined 
earlier, the official money market has no specified place in the Bank of 
Canada Act, This enabled the Bank to discriminate as between dealers, as 
regards lines of credit, using capital as a. criterion, and to make such 
rules and regulations as it can enforce without driving dealers out of the 
market (even the allotments of new issues as between firms on new Canada 
issues can influence dealer thinking as regards Bank of Canada's wishes in 
the money market). The "club" idea gives the Bank some assurance of a 
number of "captive" bidders on bill issues, even if. on only. a token basis, 
something which might be lost if the market were open to all as they chose 
to come and go. 

Over all this short term government market has considerable 
breadth and depth, and with the growth of the "country banks", plus the 
proliferation of bank deposit certificates, finance paper cand commercial 
paper, short term funds can work advantageously in a variety of instruments 
with little risk. I think the "official money market is, like the iceberg 
above the surface, probably a small part of the total, but being visible to 
all, is the indicator for other sectors. 

The long term market today seems incapable of absorbing any 
large volume of new Ottawa financing anywhere near the quotations, which in 
recent months have often been at such level as the Bank would pay for bonds 
as agent for the Government Purchase Fund. . The long U.S. market suffers a 
similar disability, but is, I believe, at levels which reflect a lower 


content of official support. The Canadian market serves a useful purpose 
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The Bond Market - continued 
at artificial levels serving as a yardstick for other borrowers, such as 
Ontario, Quebec, etc., whose long term securities are absorbed without too 
much troubaey 

The January 2lst article in the New York Times bore the heading 
"U.S. ‘Bond Market! held a Misnomer", and blamed the thinness of the long 
market primarily on "Government intervention into the investment field.... 
tending to make long term Government Bonds more and more meaningless to 
investors....". The article cited the competition created for long Treasury 
issues by those of U.S. Government agencies, and particularly by Government 
guaranteed FHA mortgages. Canada's NHA mortgage, affording 6,50% to 
institutions, 1s far more attractive than long Canada bonds at just over 5%. 
The mortgage lacks liquidity, but so, in practice does the long government 
bond when a sale would produce a "book loss" which must be charged to 
current income. 

The Times also cites official interference in the long term 
market as further reason why it has deteriorated particularly since the 


Federal Reserve departed from its "Bills usually" policy in February, 1961, 


and tried to depress long term yields, by buying longer government issues. 


",ee. & Question hangs over the long term market...When can 
dealers and private investing institutions again appraise the 
desirability of buying or selling Treasury bonds on the basis 

of their own views as to the likely course of the economy and 

of interest rates? The government bond men insist that so long 
a6 this question is left unanswered by the public authorities 
the long term Government bond market is destined to become 
thinner and thinner. What private dealer or investor would 

take a chance on reading the minds of political officials or 
pitting private financial resources against the immense 
financial power of the Central Bank? .... Repeatedly, during the 
year, the dealers have sensed in the central bank's buying 
orders an effort to bring about a maximum of price change in 
certain areas of the market by the use of a minimum amount of 
Federal Reserve Credit. This would be a reversal of traditional 
open market operations of the bank -- to effectuate a maximum 
amount of change in the reserve positions of the. nations! banks 


with n minimum of effect on the market standing of Treasury 
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1 
y) 
3 The Bond Market - continued 
4 Securities.......The growing indifference of the investment 
community to long term government bonds, coupled with the 
: mystifying bent of the public authorities to tinker with 
6 market rates are causing bond men to ask what purpose is being 
” served by offering long term bonds for public subscription..... " 
(New York Times, January 21, stele 
8 
E For nearly a decade after abandoning the "pegged" bond markets 
a) which made the "Fed" an involuntary engine of inflation, the Board dealt 
10 mainly in Treasury Bills, or other very short instruments, in adjusting 
11 commercial bank reserves. Its very rare departures from this policy were 
12 usually to correct disorderly markets. This policy is well described in 
two pamphlets attached. One is by Winfield Riefler, the former executive 
13 assistant to the Board Chairman, reprinted from the Federal Reserve Bulletin 
14 of November, 1958. The other is by Mr. Riefler's successor, Ralph Young, 
15 and Charles A. Yager, reprinted from the Harvard Quarterly Journal of 
Economics for August, 1960. 
16 The policy of "bills usually" rests on two basis: 
Ff I? 1. Open market operations should be carried out in the broadest sector 


of the market, where they will have the least effect on capital 

values. . Arbitrage will diffuse the effect throughout the longer 
18 market. The purpose of the operations is to regulate the cash 

reserves of the banking system -- not to mastermind all interest 
19 rates. shod 


2. When operations are carried out in longer, thinner areas, such as 
20 long term bonds, they will repel some customers from the market, 
while attracting a speculative following. In the end the authorities 

may end with a level of rates largely of their own making, rates 


21 which have no particular relationship to where the government could 
borrow, and rates which may change when the support of the "Fed" and 
22 its speculative following is withdrawn. “Such operations may perma- 


nently damage the long market by permanently repelling some 
erstwhile participants. 


a Early in 1961, at the behest of the president, the "red" began 
24 4 to purchase government issues in the medium, and later the long term area, 
25 to keep long yields down, while letting Treasury Bill yields rise to 

retain foreign short term balances in the U.S. The operation was considered 
of a moderate success in some quarters, a failure in others, while yet others 
27 claim that as it succeeded in keeping long yields lower than they would 
28 otherwise have been, the policy attracted foreign borrowers to New York in 
29 increased volume, thereby increasing the outflow of long term capital. 

Long U.S. rates aré among the cheapest in the world. Like the long Canada 


market, the U.S. Treasury levels perform a yardstick function for other 


borrowers. 
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The Bond Market - continued 

Chairman Martin of the "Fed", testifying before a Joint 
Economic Committee of Congress, January 30, 1962, discussed the "Fed's" 
purchases since February, 1961, compared to the total volume of trade: 

"In the five to ten year area, the proportion amounted to 

more than 20% for the year as a whole and in the period March 
through July was more than a third of the total. For securities 
maturing after ten years, official purchases comprised over 30% 
of all market purchases for the year, and nearly two thirds of 
total purchases in the second quarter, when the bulk of 

official purchases were made....." 

Questions by committeemen, implying that the "Fed" should have 
made larger purchases, lowered long term rates further, produced the 
exchange, reported by the Goldsmith Nagan Service of Washington; reproduced 
in part as an appendix to this submission. (See Appendix I and 
Appendix ITI) 

Mr. Martin's reply implied that he was afraid of destroying 
the long term market completely, by expanding the "Fed" operations beyond 
the share of the market mentioned above. He feared the permanent loss of 
some investors who had been "capitive accounts", by custom, or by laws, 
which are now often being changed. (See Footnote to 105) 

I digressed into this U.S. situation for a very good reason. 
Bank of Canada has always dealt beyond the short term market, sometimes 
when implementing monetary policy, for reasons connected with debt 
management, for government accounts or Trust Funds, in re-selling its 
| SRA new issues, and for motives which can only be. guessed at 
other times, such as straightening the yield curve. I believe the Bank, 
by becoming such a large force in the market, has disrupted it and shrunk 
it, in the process acquiring a huge portfolio of long term issues which 


(F) It has "rigged" the market when it pleased, 


still overhang the market. 
the most glaring example being the five point mark-up on the 1966 
Victory issue during the Conversion. It virtually closed the market for 
two months, by capturing the dealer organization during the same 
Conversion. It exercised pressure on ultimate buyers during that Loan, and 
its control of dealer's allotments on new issues may discourage concerted 


criticism. It has had so many forces at its disposal that prudent souls 
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The Bond Market - continued 

may well feel the longer Canada market is an artificiality to be avoided. 
(See also Footnote to 105). By comparison, the provincial markets 

seem relatively free from official domination, except as they reflect 

the Canada market. By comparison, the twelve month digression of the 
"Fed" into the medium-long bond market, an operation giving Chairman Marti 
grave doubts, is a relatively minor act compared with the Bank of Canada's 
interference over many years. 

During the War, national imperatives, public innocence of 
inflationary dangers, scarcities of goods and alternative investment, made 
the "rigged" government bond market "the only game in town". Now with 
alternative outlets for funds which are not too risky, plus the history 
of official interference in the marketplace,some investors may be avoiding 
the Canada market, with two exceptions, firstly, as short governments 
provide a satisfactory substitute for cash in the bank, and secondly as 
the medium or long market occasionally appears to be an attractive vehicle 
for essentially speculative funds. 

Complete rehabilitation of the long market may await the 
milleniun, when inflationary psychoses, which cause lenders to demand 
penalty interest rates, may vanish; when government ceases to create new 
money in sufficient quantity to validate general rises in prices and 
wages, or to finance deficits on the grand scale now appropriate to 
election campaigns; when external pressures such as balance of payments 
deficits reveal that the printing press does not guarantee full employment 
and that politicians in small countries are not sovereign for oe when 
they violate sound economics. The balance of payments solution may come 
about when we face the world wide competition of cheap goods, made in 
nations with sound money. | 

We could in the meantime attempt some rehabilitation of the 
market by making an honest woman out of it, by the scrupulous avoidance 
of official interference, actual or potential, even if this means 
cancelling the Bank of Canada's long portfolio,* reinstitution of limits 
on the Bank's long holdings, placing government trust funds at arms 


length with Bank and government, and letting the securities investment fun 


* Until 1954 the Bank could hold over 10 year bonds to a limit of five 
times its capital and rest - i.e., $150 million on today's basis. 
It actually holds $1,186 millions. 
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The Bond Market - continued 

operate openly through the Finance Department. Must we keep such a Fund, 
which can be a tool for official manipulation and interference with a fre 
market, whatever its original purpose? 

We could cease having the Bank of Candda subscribe for all or 
part of new issues, only to dump them into the eres market. It is already 
legally or ethically wrong for corporate borrowers to use affiliates in 
this fashion. While the King may be above the law, when he chooses a cod 
of ethics denied to others by law or custom, he must expect to be considered 
a slippery fellow. 

We could restrict the Bank of Canada's open market. operations , 
necessary to adjust chartered Bank reserves, to the bill or short term bond 


market, with arbitrage alone diffusing the effect through the longer market. 


Some deplore a government bond market without any official "friend" 


exposing it to a host of private speculative pressures. I happen to thin 
that the private pressures: would cancel themselves out by inciting trade 
at different times, at different levels, and at different volumes, 
according to the judgment of a few hundred or thousand individuals. I 
believe that the official "friend" has been abusing the market for its 
own ends for weang, the 

It is not practical in Canada to have new issues underwritten 
by the few banks, but the U.S. practice often involves banks buying bonds, 
paying for them by crediting the Treasury with new deposits. These the 
Treasury withdraws over a week or three. In the meantime the individual 
bank may immediately sell the new bond at a loss, deriving greater 
benefit from the use of the new deposit, or it may sell it later, or 
keep it, as its position dictates. Since there are some 13,000 banks, 
these’ decisions made by individual "underwriters" -- thousands of them -- 
made a market in a way that the monolithic decision on a re-offering by 
one large underwriter -- the Bank of Canada for example -- never can, for 
the selling decision is in -one set of hands. 

A "free bond market", with the government on one side, and the 
underwriters and lenders on the other, would be an arms! length situation, 
with the judgment of the marketplace setting the level. This is somethin 
of which officialdom seems afraid, and the penchant for meddling or 


"rigging" is an open admission of fear, fear of the judgment of a market, 
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The Bond Market - continued 

which must thus be captured somehow or other to do the government's bidd ng. 
All the excuses offered for fiddling, rigging, brainwashing, exhortation 
etc., add up to a disbelief in the principles of a free market, among whilch 
is that borrowers want to get money cheaply, while lenders want. the 

most they can eu | 

I believe that the borrower, the Government of Canada, is 
having difficulty in borrowing at long term in part because of its deficits, 
and in further degree because it has not left the market free from officilal 
interference. It is paying for its past sins. Canada presently is not 
growing noticeably faster than the United States, yet the spread in govenzn- 
ment bond yields is now far wider than the half of one percent of fiftee 
years ago in the long end, in the face of much more official interferenc 
here. 

Current trends carried forward for a few years of recurrent 
deficits aueecae that AAC may have to resort to regimentation 
(perhaps disguised as social security), or may be borrowing most of thei 
money at short term, (a kiting of cheques as it were). At this point the 
nations creditors can force monetary expansion on governments by refusin 
to renew maturing issues, forcing government to resort to the banks, i.e.|, 
overt money creation. 

Thus I believe we must attempt to restore the Canada. bond market 
to a position of freedom from official interference. After a period of 
recovery from a twenty year period of captivity, it may again become Re 
area in which government bee Pa padee its needs, freely, and without 
suspicion, (F) (Excerpts from Radcliffe indicating some difficulties. 

See also Appendix IV.) 
SAVINGS BONDS 

Between August 27, 1957 and February Ts 1962, the gross det: 
of Canada increased 26.5%, while the proportion represented by Savings 
bonds grew 82%. Savings bonds grew from 15.2% of the debt to 21.8 of th 
debt in this period. This $4 billions in demand money constitutes a 
redemption threat. 

I believe this to be a good thing, rather than a bad thing, 
just like the growing body of short term government marketable debt. Lik 


the demand deposits in a bank, the presence of creditors who can demand 
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} y) The Bond Market - continued 
their money at will, or in a short while, tends, to impose a discipline on 
: government, 
4 It might not te beneficial. to have a large Conversion Loan in whic 
5 mee short term claims against the government were consolidated, pushed off into 
the future, if the government again. commenced a new build-up of short term 
5 debt. 
7 é There is no valid reason why a prime credit, a government or a 
8 an commencial bank, should fear redemption of large demand liabilities, unless |it 
contemplates actions likely to bring its reputation into disrepute. Centra 
: Banks! objections would stress, of course, the contribution made to public 
10 liquidity. | 
11 CONFLICTS OF INTEREST | 
; The bond market too has conflicts:of interest, which may work 
12} (127) 
against the investor. . When I entered the business we spoke of "clients", 
13 implying that a dealer, like a lawyer, primarily served his "client" ahead of 
14 other interests. This may have been a depression view, a reaction from the 
late 1920s, when dealers' heavy underwritings caused them to turn clients 
i into customers, on whom the dealer unloaded merchandise just as a store or 
16 Fuller Brush man would. By the 1930s many of these securities were sour an 
17 many an innocent "client" who patronized an "honest broker’ ended up as the 
"customer" of the broker's underwriting affiliate with a portfolio of the 
i firm's issues, which the brokerage department would seldom advise him to se 1. 
19 This condition still exists, with little recognition of the conflict of 
20 interest. The customer is no more sophisticated, perhaps, but economic 
conditions, and a little more care in selecting underwritings, have not 
a produced the losses of the early thirties. It is probably a wrong concept, 
22 long ago banished in England, where brokers, jobbers and underwriters are 
23 different firms, seldom connected, each recognizable for what it is. 
DA With corporate issues the investment dealer may tend to stress the 
so interests of the borrower (who could easily seek another underwriter) above 
25 those of the customer, or investor, (once called client) for there are more 
26 customers than issuing corporations! 
97 (There are exceptions, such as the borrowings of Ontario and the 
a Ontario Hydro, where the issues long ago grew so large as to encourage the 
ze growth of one syndicate which contained almost all the large investment 
29 houses. These two borrowers must deal with the group since there are no 
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alternative groups obviously large enough to underwrite the issue. Smaller 
Provinces can resort to competitive tenders. Ontario seems happy with the 
present system, and its issues sell well.) 

In the Government of Canada market there is a similar conflict of 
interest to that in the corporate underwriting field. Bonds are offered by 
the Bank, less a commission (from 0.15% to'0.75%), to-each dealer in a certai 
amount based upon his past activities in new Cansca issues. It is true that 
sophisticated large investors will seldom: pay the full price for these bonds, 
generally insisting on a trade whereby they obtain."over the market" for some 
other issue, thus obtaining often most of the dealer's "Commission", . 

For those who deal in wholesale lots, the remaining 105% to .125%.is 
quite profitable, though the whole commission concept is a bit of an, illusion. 

The dealer however is very conscious that he gets an allotment, of 
X% of a new issue from the Bank, and would risk having this reduced in 
subsequent loans should the Bank dislike, his.record of "distribution", whethe 
in total or to some class of buyer (such as-a bank, if Bank of Canada currently 
frowned on such sales), This places the dealers as captive sub-underwriters 
of the Bank, enjoying certain privileges "during good behaviour", enabling 
the Bank to wield considerable influence - in the minds of many dealers. 

It also tends to give the public the impression that the dealer is fundamenta]|\~ 
ly the hired agent of the Bank or Government, rather than a free agent or 
honest adviser, 

The pressure exerted by some dealers during the ETON OE Loan, 
the lack of complaint. in public re-market rigging, and particularly the 
Investment Dealers! Advertisement urging Conversion, re-inforced this 
impression generally, while giving others the view that the. dealers had 
allowed the generous commission to dull their critical faculties. 

I think this impression may. be overly harsh, and would hope that 
dealers will learn to avoid such close and uncritical relationship with a 
borrower--particularly a Federal Government, Yet I can see a need. for 
eliminating any chance of undue influence by Government or Bank on dealers, 
just as other examples of dealers favoring borrowers over investors should 
be deplored. 

I feel I can mention this because my firm doesn't deal with "the 
small investor", confining our efforts to dealing in Canada bonds with 


financial institutions, sophisticated large corporations, and of course our 
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2 
3 competitors in the industry, who are capable of making their own decisions 
é The solution I would suggest is that all Canada .bond issues. be 
a offered at a net price, without con asdbae to all comers, with an honest, 
5 flat-percentage allotment on all orders above $25,000-$50,000 (which would 
6 "protect"! the small investor -- for a guaranteed full. allotment up to the 
$25 ,000-$50,000). The dealer who thought a new issue overpriced could 
Y refrain from subscribing without prejudicing his chance. at..the next issue 
8 which might be properly priced, or underpriced. . The institution would hav 
9 the same choice. \F) This is roughly the U.S. method, and its only disadvantage 
is that a failure or near failure is very soon obvious, whereas our method 
10 buries failures between the almost mandatory subscriptions of dealers (to 
11 protect their position on future allotments) and the bonds swallowed by th 
12 Bank of Canada. Canadian issues are always "fully subscribed" or "over 
subscribed". The market may know broadly what has happened, but the publi 
and Parliament seldom do, ‘F) The U.S. system often reve'.ls that X% of the 
14 public holders of a maturing issue spurned the refundine and took cash. 
15 en vit One of the results of depressed bond prices over the past decade 
has been that the volume of trading by insurance companies has declined in 
re part for book-keeping reasons. For instance a trade from Canada 3.1/4s du 
17 1976 to Canada 3 1/4s due 1979 may have appeal at a cash "takeout" of 2 1/ 
18 points. But, if the book pealgie the 1976s happens to be 100, 4 sale at 
market, a price of 83, immediately involves a "realized book loss" of 17 
id points which must be charged to this year's operations under current rules. 
20 This is enough to effectively rule out many trades of this nature. The 
1 inability to trade, when investment considerations make it attractive, 
primarily because of book-keeping drawbacks, tends to make the market 
wa thinner than it would otherwise be. 
23 Mathematically it also means that insurance companies are most likely 
24 nae to extend term when yields are low and bond prices high (since there are f 
or no book losses), while inhibiting such trades when prices are low, and 
” yields high. If Canada 3 1/4s due 1976 were worth 100, as in the past, it [is 
26 altogether likely that a trade into 3 1/4s due 1979 would involve a "pay-up|" 
27 of half a point to a point, rather than the "take-out" mentioned above. 
Those who are slaves to yield books may be able be nove that the 
ee fae exchange where they pay out additional money is as good (or better) a deal 
29 


than the same exchange where money is taken out, but common sense indicate 


30 otherwise. 
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Surely there is an argument for amending the insurance act to 
permit the trading of one Canada issue for another, with any "book loss” 
being written into the new bonds. In the instance mentioned above (the 
trade of 3 1/4s due 1976 for 1979 on 2 1/2 points "take out") the result 
would be a new "book value" for 1979s at 97 1/2, as against the old book 
value of 100 on 1976s. 

This matter has been taken up with Ottawa before and. has received 
a favorable hearing sons quarters. It may have been turned down finall 
by the Finance and Insurance Departments because some people wished to 
extend the principle to Provincials and Municipals, which I agree would be 
hazardous, since there have been occasions in the past when trades between 
one Province and another, or between one municipal and another constituted 
a definite downgrading of security. 

These objections should not apply to exchanges of one Canada or 
Canada guarantee for another bond of the same debtor. I believe that 
anything of this nature, which enables trade to take place without 
artificial barriers, would make for a broader and healthier wee 
EXCHANGE, BALANCES OF PAYMENTS ETC. 

I have deliberately refrained from detailed comment on balance of 
payments problems, exchange reserves, etc., though they affect the Bank of 
Canada, the Finance Department and the bond market, They merit extended 
treatment in themselves. 

Yet Canada may some day need to orient its monetary policy in 
directions dictated by these external forces, which can prove stronger than 
ie Wishes and legislative enactments of the Parliaments of small ees” 

We may some day have a fixed exchange rate, by agreement with IMF, 
or we may have a de facto stability in exchange rate because the authoritie 
wish to “peg" it approximately at some level. In these circumstances 
inadequate exchange reserves may bring a monetary policy which is designed 
to import short term funds from abroad by way of appropriate interest 
vawagot) 

If this is ruled out by domestic considerations, then a fixed 
dollar and low exchange reserves, plus a large balance of payments deficit, 
may suggest a return of import controls or some form of exchange and 


(F) 


capital movement controls. This would of course aid in financing the 
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Federal Government by restricting the avenues for spending in a very liqui 
economy, but it brings with it the inflationary consequences of restrictin 
the pressures of excess liquidity to the domestic economy. 

Exchange controls would bring the government -- whatever party is 
in power -- into dual disrepute. Economically the stupidity or inept 
execution of economic policy, past or present, would be evident to many 
here and abroad. Legally the Government would be engaging in peacetime 
regimentation (to avoid the full price of its mistakes), which might 
invite evasion, avoidance and contravention, bringing with it a further 


public disrespect for law and democratic government. 


A. H. CAMERON 


TORONTO, ONTARIO 


MARCH 1, 1962. 
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APPENDIX I 


Digest of Testimony on THE PRESIDENT'S BUDGET. & HIS ECONOMIC 
REPORT, before the Joint Economic Committee, January, 1962 
By Federal Reserve Board Chairman, Wm. McC. Martin 
as reported by the Goldsmith-Nagan Service 


Senator Proxmire: "You seem to imply that you couldn't have played a much more 
aggressive role with regard to obligations of five to ten years and ten years and 
over because you were already such a big factor in the market. That is, when you 
account for 20% of the trading, you might feel that if you did any more you would 
destroy freedom in the market. Would that be correct?" 


Mr. Martin: "That.is correct. It is always a matter of judgment. I think we 
went as far as we could in this -- as far as we were warranted." 


Senator Proxmire: "There are just two things that bother me about this. In the 
first place, when you are this big a factor it seems to me that you can play a 
really important part so far as the economy is concerned in lowering interest 
rates on long term obligations, to the great benefit of the economy. In the 
second place, I notice, for example, between June and September, the Treasury 
Department purchased $1 billion of additional long term securities, apparently, o 
at least they advised government agencies and trust funds to do so, while the 
Federal Reserve increased their portfolio relatively slightly, $63 million, which 
is small for that." 


Mr. Martin; "Well those trust accounts. were being invested for longer term 
reasons. The last thing that the Federal Reserve ought to do in my judgment is 
to destroy the long term market, We want to sell long term Treasury bonds, and 
we want a good long term market. There is the very nature of the long term marke 
A lot of people seem to think that these long term securities are just here on a 
shelf the way they are in a grocery store, and that you can just go up and grab 
some of them. Here is a pension fund in a. trust account that hasn't any intentio 
of selling a long term Government security. You don't have too many of those 
people left in this country. You start playing around with that market and after 
a while, the first thing you know, you have no market. We got up to 33% of deali 
in that market, we haven't been faced with the problem of selling. I think we 
have gone as far, and this was a matter of judgment that weighted heavily with 
the Federal Reserve open market committee in its discussions every three weeks, 
we have gone very far in attempting to disperse throughout the market, without 
trying to control or make the market or return to fixed interest rates." 


Senator Proxmire: "But the difficulty is that your additional purchases have bee 
concentrated very largely in the one to five year category. As far as the impact 
on housing loans -- the area where monetary policy is it seems to me most 
constructive, useful and encouraging -~- these are much longer term and we still 
have these relatively high interest rates compared to most of the past periods." 


Mr. Martin: "I have tried to emphasize repeatedly here that it is the flow of 
funds that we are concerned with, and I think the record of the second quarter 
indicates that we were quite successful on the flow of funds because we had a 
record number of state, municipal and other securities floated in that period wit 
a maximum of stability in interest rates. In other words, we did have some 
(increase in rates). I never claim too much because arbitrage does occur in the 
markets, and we are not in a position to fix rates unless we become the market 
entirely and put ourselves in the position where the way the government sells its 
securities is to sell them to itself, which I think is a very unfortunate thing... 
We were successful in having a strong flow of funds in the second and their quarter 
of this year, in the longer term market. I believe our activities and the 
Treasury activities made some contribution to that." 
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APPENDIX II 


"The Federal Reserve System", (Harper, New York, 1960) contains a chapter 
on open market operations by C. Richard Youngdahl, one of the leading New 
York government security dealers. In part:- 


"The practice of dealing only in short term securities was adopted formally 
in ....... 1953, following a broad erquiry by an Ad. Hoc Subcommittee of 

the Federal Open Market Committee....headed by the Chairman of the Board of 
Governors....shortly after the Federal Reserve discontinued its practice 

of interfering directly in both the long and short term sectors of the market.. 
«oes This intervention, the subcommittee found, had left its mark on the 
government securities market....there remained an uncertainty about system 
intentions that was detrimental to the...."depth, breadth and resiliency 

of the market". The subcommittee recommended..that the System confine 

its operations to very short term securities, preferably bills, where the 
direct impact....on the market would be at a minimum. It also recommended... 
instructions...to make it clear that the System did not intend to interfere 
lightly in the long term market under the guise of "maintaining orderly 
markets",...such action is to be taken only to correct a "disorderly situa- 
tion".,..after other measures have failed. 


Prior....it had been the practice of the Federal Reserve’ to intervene...to 
support "rights" values on maturing securities during a.....refunding. The 
subcommittee found this practice detrimental of the efficient operation of 
the.....market and to run counter tc..,..formulation and execution of credit 
and monetary policy. It recommended that the practice of direct intervention 
to suppert...refinancing operations be discontinued, leaving the Treasury 

to insure....success...by the proper pricing of its new offerings..... 


Since that time the System has only once....intervene(d) in the long term 
market because of disorderly market conditions.....The capital market no 
longer.expects, wants or needs such intervention sivsisertatevceseecs 


It is of course always tempting to advocate direct Government interference 
with market processes in order to substitute official judgment for that of 
the market place....The basic questions raised in opposition....are rether 
whether the monetary authorities would be prepared to accept the disruption 
in the private capital markets that such action might engender, whether these 
markets then could.satisfactorily function,...and whether the Treasury 

under such circumstances could finance in any size outside the short term 
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3|| APPENDIX III 


4 "HOUSE OF COMMONS, CANADA, MINUTES OF EVIDENCE # 10. 
STANDING COMMITTEE ON INDUSTRIAL RELATIONS, June 9, 1959" 


5 Part of exchange between Hon. Paul Martin and Mr. James E. Coyne, Governor 
of the Bank of Canada and member of the Investment Committee of the Unemploy- 
ment Insurance Fund. (Page 365-6) ) 


Mr. Coyne: "The unemployment insurance fund held about $300 millions of Victory 

7 bonds....all of which bore 3% coupons...They converted them in accordance with 
the options made available by the government....It was in the interests of the 
fund to convert from a 34 to a 4 1/4% bond....over the long view the major 

8 benefit to the unemployment insurance fund....was getting a higher interest rate. 


There are, I think, two further points...in relation to your question: instead 
9 of converting, it should have sold its Victory bonds, or perhaps, after convert- 
ing, it should have sold its conversion bonds earlier on. The fund could not 
possibly have sold their entire holdings. It was much too large for the 
10 market to take. It would have ruined the market, and been disadvantageous to 
the fund to try to sell....... ne Ww 


Mr. Martin: "Was there not a period from July to the end of October when 
the bank maintained the market and the price of the converted bonds and victory 
12 bonds?" 


Mr. Coyne: "Yes the bank made a two way market and it was active....However 

13 the bank was not there holding a basket for anyone to take advantage of. We were 
we hoped, running a two way operation and assisting investors who were out of 

14 balance and wanted to sell some part of their holdings........ 


There was no way the unemployment insurance fund could have sold’a large 
15 quantity of bonds at that time. If the banks or insurance companies, or anyone 
else, has said they were going to dump huge quantities on the market, it would 
have been a smash, and they did not do so. I do not think the unemployment 
insurance fund could have either." 


17 Mr. Martin: "....It would have been possible to sell the victory bonds of the 
commission rather than have them converted, would it not?” 


18 Mr. Coyne: "No, it would not." 
Mr. Martin: "Why would it not?" 


Mr. Coyne: "In my judgment you could not have found sufficient buyers for 
20 $300 millions worth of Victory bonds." 


Mr. Martin: "Well, assuming that was not the case, there was no obstacle, 
24 apart from that, to prevent you from selling the victory bonds, rather than 


converting them." 
22 Mr. Coyne: "There was no obstacle, other than our best investment judgment..." 


23 (This bears on conflicts of interest between the Bank of Canada's responsibili- 
ties, and on the question of who were the sellers of Victory bonds and/or . 
Conversion bonds in large blocks during and just after the Conversion Loan. 

24 Were there any sellers whose collective holdings approached in size the $300 
millions owned by Unemployment Insurance? If so, did the public interest 
demand that they be given a privilege of which UIF considered itself 

25 incapable of exercising? AHC) 
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APPENDIX IV 
4 (EXCERPT FROM ARTICLE BY A.H. CAMERON, OCTOBER, 1957) 
ENTITLED: HIGH LONG TERM INTEREST RATES!) 

5 CAN CENTRAL BANKS FORCE LOW INTEREST RATS ON A MARKET? DOCTOR DALTON. 

6 England provides two examples of unsuccessful attempts to place bond 
issues at rates of interest which were contrary to general public expectations. 

7 After successfully maintaining roughly a 34 interest rate during the 
war, Chancellor Dalton decided he should drive long term interest rates down to 


8 od, or less. Accordingly he took every opportunity to revise the public 
expectations by propounding his view that interest rates were too high and he 
was going to be successful in lowering them. He then lowered the Treasury bill 

9 support rate by 1/2%, and in short order "Consols" rose in price, declining 
to a 2-3/h4% yield. 


10 As Prof. F. W. Paish says, on this matter "So long as interest rates 
are falling and prices...are rising, the movement will be assisted by those who 
11 hope for capital profits from its continuation", especially those whose high 
tax brackets made sixpence of capital gain worth £1 of interest. In other words 
the speculators got aboard Dr. Dalton's band wagon. Many INVESTORS doubted if 
12 less than 34 was a fair rate of interest. 


It proved difficult to drive rates from 2-3/4% to 234 as skeptical 
13 investors sold, preferring cash. Dalton had Government accounts (controlling 
over 3 billion pounds) buy in the bonds, and push up the market, unloading 
14 Treasury bills as they did so. Banks bought the Treasury bills, creating new 
deposits which, via the government accounts, went into the hands of the sold-out 
investors. The Bank of England created the necessary reserves to support the 
15 expansion in bank deposits. The Bank of England had just been nationalized. 


There were so many skeptical bondholders who preferred cash, that the 
16 resultant stuffing of bills into banks, and deposit expansion, was dangerously 
inflationary. The Government got "cold feet". The market wobbled, the 
17 speculators took their profits and the government accounts were left holding the 
long term issues. In principle the attempt was similar to the Federal Reserve's 
"pegging", but at increasing prices. 


The aftermath was a shrunken long term bond market in Britain, and 
recognition that a market "made" by government accounts was not only "rigged", 
19 but could only stay "rigged" at the cost of what was really the printing of 

vast quantities of money. The "rentier" examined the plans for his euthanasia, 
20 didn't like them, and abandoned "gilt-edged" in marked degree. (This almost 
unbelievable story is abridged from "Modern Banking" by R.S. Sayer of the London 
School of Economics, 1953 Edition). 


Sayers, in a footnote, claims Parliament knew Trust Funds were being 
used to manipulate the market, but took no action. 


- Though Dr. Dalton's i11 fated 248 sold as low as 364 in 1961, there is 
23 little hint of this episode in "Radcliffe". The impression that British markets 
are resigned to official domination, and that few have the "free market" concept 
still extant in the U.S., may be an unfair judgment. Yet if it has any 
24 validity, could this be one of the reasons for the malaise in British gilt-edged 
over the decade and a half following Dalton? See also Sir Roy Harrod's comment 
Footnote #119. 


Though Canadians, officials of institutions, seldom complain publicly 
26 about official coercion, many may have quietly engaged in overt market 


activities which evidence such displeasure. It might be difficult to duplicate 
the Conversion Loan of 1958. AHC 
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In the interests of brevity, footnote sources are abbreviated. 


RADCLIFFE REPORT 


RADCLIFFE EVIDENCE 


U. S. DEALER MARKET 


BANK OF CANADA 


REPORT 


FEDERAL DEBT 


McLAURY 


AHC 


means 


Report of the Committee on the 
Working of the Monetary System. 
(HMSO, August, 1959, Cmnd 827) 


Principal Memoranda of Evidence 
Committee on the Working of the 
Monetary System. 

(HMSO 1960, Volume number as 
mentioned, ) 


A Study of the Dealer Market for 
Federal Government Securities, 
Material Prepared for the Joint 
Economic Committee of the U.S. 
Congress. 

(U.S. Government Printing 
Office, 1960) 


Report of the Governor of the 
Bank of Canada for the year 
mentioned. 


The Federal Debt, Structure and 
Impact, by Charles Cortez Abbott. 
(20th Century Fund, N.Y., 1953) 


The Canadian Money Market, Its 
Development and Its Impact. 

Bruce K. McLaury PhD. 

(Thesis for Harvard, February, 1961) 


Comments by the Writer. 
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FOOTNOTES LO: 


Paragraph 74 


Paragraph #5 


Paragraph #6 


Nethercut & Young 


Tercite, Gntaric ALOT 


Though Keynesian ideas of contra-cyclical deficits may account for 
the degree of monetary expansion in 1957-62, Ludwig Von Mises 
suggests another cause in the 1953 edition of "The Theory of 
Money and Credit", pages 426-8, which is tenable to students of 
political psychology. 


Von Mises argues that politicians, though rejecting the ideas of 
inflationist quacks, though aware that inflation is self defeating, 
can nevertheless justify actions which cause inflation by claiming 
that the nation faces other evils much more dangerous. 


Von Mises suggests a situation where government, supported by a 
minority, sees an emergency justifying large increases in public 
spending and corresponding austerity in private spending. But the 
majority of the people either disagree as to the seriousness of 
the situation, or are unwilling to pay increased taxes. Von Mises 
suggests that government then rejects the democractic way of per- 
suading the majority, and assumes the right and power to circumvent 
the majority by deceiving the public as to the costs involved, 
Though complying with legal processes, government then changes its 
role from that of elected officeholders to guardians of the 

people -- Fuhrers, if you like. To quote:- 

",...the majority...(is) not prepared to defray the costs incurred 
by their rulers' policies. They support these policies only to 
the extent that they believe their conduct does not burden 
themselves. They vote...only for such taxes as are to be paid by 
other people...because they think that these taxes do not impair 
their own material well being. The reaction of the government... 
is, at least sometimes directed by the sincere wish to serve what 
it considers to be the true interests of the people....But if the 
government resorts for this purpose to inflation, it is employing 
methods...contrary to the principles of representative government 
...-taking advantage of the masses' ignorance...,.cheating the 
voters instead of trying to convince them. 


"It is not just an accident that...inflation has become the 
accepted method of monetary management. Inflation is the fiscal 
complement of statism and arbitrary government...a cog in the 
complex of policies and institutions which gradually leads toward 


totalitarianism...." . 


A cynic might suspect that the "emergency" justifying some deficit 
spending was merely the imminence of an election..AHC. 


"RADCLIFFE EVIDENCE" (Vol. 2, Para 42 of submission by Issuing 
Houses Association:- "If moretary controls have not been as 
effective as they were before the War, the cause may lie in:- 


1. The high level of taxation...has reduced the effectiveness of 
of small changes in the rate of interest. Providing 
profits are being made, the effective cost....is....the 
net rate after tax. 


3. The redistribution of income from the saving classes to the 
spending classes has...increased the velocity of circulation 
and added an unknown amount to the effective money supply..." 


"GRAHAM TOWERS", Toronto, January 25, 1962, at Canada Life 
meeting:- “But international conditions have been changing rapidly 
since 1956, and we have to compete with a number of major 
countries which, so far at least, appear to have had relative 
success in keeping their costs of production in line. When this 
situation gives rise to unused capacity and unemployment in the 
higher cost countries, attempts to stimulate the economy by public 
spending and monetary expansion can hardly be regarded as 
effective long term solutions....." 


tot dmocos ysm attokteb Laotloyo-audmoo To eseebt astasnyent dgvodt 
asaiM mov aiwbul ,S0-SeeL at aotamaqxe yistenom to sexgeb edt 
Yo yroed? edt" to sottibe E€@CL edd at eaveo roddons atacggve 

Io etnebute ot sidened at dotdw .8-dS segeq ,"tibetd bas yomoM 
»ygotodoyaq Ieotttlog 


to assbi ent gnttoetor dguods .anatotdifog tadd aoygts aselM noV 
_gntdseteb tee al noltaltat tedt orswa dguodd ,etosup talnotéal tat 

. guimtels yd poltaltat seuss doidw enottos yvitseut easledixeven mao 
,avoregaab stom doum alive ssdto seost nolisn edt dads 
| s yd bedxoqque ,dnemmzevog stow nottavtie s ateoggua aselM gov 
| oiidug at asasotonk syrsl gaiyliver, yonsgieme ne ass Lys krontn 
| od du@ syntbnege odeving nt yivedaue anibnogssrioo bie gatbnega 
%o asemavotyss edt of es setysetb tedtte elqosg edd to ysirofem 
| seeiM nov .aexed bsasotont ysq od gotllitwny sts 10 ,soitveutia eds 
-~teqg to yew ottoetoomeb edd atootex nedt tnomatovog teddy etsogarue 

| saqoveuorto ot newog bas digit odd aomvees bas .ysliotem odd? ail barre 
| .bevioval ateos oft o¢ es ollduq odd gatvisseb yd yiisolem ont 
adi aognedo aodd doommrevog .esaesoorg Isgel dttw gatylqmoo AgvodT 
ed¢ to enetoravg of atofloresltto betoele to sadt mort elot 

\ wsodopp of  oull yoy Tt .etetdul -- olgosg 


ot yino eetoklog saedsd stoqqua yorT .2astotiog ‘evefur thet yd 
sebyyd tou asob toubaoo rtedt ovelled yeds teddy dnetxe ont 

“i bisq od o¢ ots as axed dove rot ylno...stov yout .asvisemedd 
tkeqnt ton ob vexed osedd gedd aAnidd yodt sensoed,..ofqosg redo 
...dnemertevey ent to soktosot of? .guted ILow fsizotam awo stot 
tedw evioe ot defw events ent yd fstoorlb aomistemoe tesel ga .al 
oft th dud....efqoeg edt to adeovetat suit od ed oF axobtamoo di 
gniiyolqme ak gi ,nottsltat oF saoqwg aids rot etroest Jaematovog 
taomesevon ovitainseorqet Io eefgioning odd of Yrsetinos,. abodtom 
aft gottaodto,.,.sonarongt ‘assasm odd to ensdmevbe gatatst...- 
 modkt sonkvaos ot gnivyut to bastent arsvov 


bovasont ateoo edt ystteb ot bowsgerg gon (at)...ydixofem sdd...." 
{ 


oft amooad est notdval'tat.. dad? dnebitoos as teut, tom ak 31" 
Seoett oft ak notéalinI .dnemegensm yratenom to bordsem botqesos 
eft at 300 8...dnemmzevog yieitidise bose meaiiade to snemelqmos 
byewod absef yilavbews dotdw anotgutitvent bas asiotlog to xelgmoo 
, A "oe marnolistiLstos 


dlofteb omos gnivitivert, "youegreme" edt dadd tdoogeve ddgim ofayo A 
DUA, sottosle as to sosentmnt odd ylotrom saw gatbusge 


gatveel yo molastmdve to S# axed .S .foV) "SOMECIVE BTHLIOGAR” 
as need ton aved efortsoo yustenom 11" -:noldstoosaA asavol 
«rat off yam eaifes et .1eW edd oro'lled orew yodt as evidostts 


to seensvivestts edt beovbex eadt...motvaxst to fevel dgid oT .f 
nathivoxd .tasretnt to sts1 eit mt sexnsdo ffema to 
ort....at....¢2e09 ovitositte odd .sbem gatod sis ett tor 
xed totis stat Jom 


att ot aseeelo anives eft mort smooat to molivdiataiber oT = .£ 
fotdeluoats to yttoolev oft Beesstont...asd aseesfo gnibnaege 
|". ..Ylaqva yonom ovidostts odd ot dnvoms mwomtay as bebbs bas 


StLy shansd ¢e ,Sd0L ,.2S yusunst ,o¢noroT ,"SASWOT MAHARD" 

ylblgetr sotgnedo assed aved amotttbaoo Lanolttantedal dua" -:gniisom 
totem to tedmua « dttw eteqmoo od evad ow bas ,dgeL gonta 

evistaler bar ovad o¢ teeqas ,desef ts tal oe ,doidw asirdavos 

aint wodW .sntl ot mottoyborg to ateoo rled? amfqssA ai eeeoove 
sit af tnectyolymeny bas ytlosqso boauny of salt aovig noitsudia 
otiduq yd ymonoos ent stelumtte ot etqmotts ,eelitnves seoo redgid 
as bobteger ed ylbrad nso notensqxe ytrstercom bas ynthneqe 

" .+..anottuloe mist pool svitostte 


Ol ea LOUTOO'T | 


Boe | nt: 
Poe . iG TY 
2) Oe 


Lz 


=a 


tt ye 
pT mea 


9 


10 
11 
12 
13 
14 
15 
16 
17 
18 
1g 
20 
21 
22 


23 


28 


FOOTNOTES TO: 


Paragraph #6 
(continued 


Paragraph #9 


Paragraph #23 


Nethercut  Y oung 


Terente, Ontaric ALOT7 


"GRAHAM TOWERS", Speech at Toronto, November 9, 1950:- 

",...If one sets aside the war debts of certain countries, it is 
true to say that Canada has a larger foreign debt than any country 
in the world....a large part of which is composed of marketable 
securities, (which) does mean that we are exposed to swings in 
foreign opinion. If non-residents, particulariy residents of the 
United States, take a dark view of the Canadian picture, they can 
give effect to that view by selling some of their tremendous hold- 
ings of Canadian market issues, and withdrawing their capital 

from Canada...." 

The portfolio investments of foreigners in Canada were $4.7 
billions at the end of 1950, and $9.5 billions at the end of 1960. 
Source, Bank of Canada..AHC. 


"FEDERAL DEBT", Page 206-7, "....as the government needed more 
funds, the country experienced a species of double talk. The 
Treasury repeatedly professed that it did not want the banks to 
buy bonds, for this would inflate the money supply. It wanted its 
securities bought only by savers, since these would reduce their 
own personal expenditures as the government increased its own. 

It is true that even when savers bought bonds, they received 
relatively liquid assets, which they might later decide to redeem 
or tee lle. Sure. 


Unfortunately for this theory, the desire of the government for 
easy financing required that the banks possess excess reserves.... 
But banks with excess reserves naturally seek the liquidity and 
income that come from investing them in government securities... 
The net result was that the money supply increased from $65 billio 
in’ 1939 to $165 billion in 1946...a new and sophisticated king 

of greenbackism...." 


This wartime parallel is of interest because of Canada's deficit 
financing of 1958-62, largely resulting in dollar-for-dollar 
increase in the money supply. At times the authorities discourage 
the buying of certain issues by banks, and at other times tried to 
sell bonds to the public against existing savings..AHC. 


"LORD NORMAN", Sir Henry Clay, 1957:- "Though quite as independent 
by disposition as Cunliffe, Norman had learned from experience the 
necessity of carrying with him, through their representatives on 
the Committee, both the Court and the City community outside.... 
For urgent business, if important enough, a special meeting would 
be convened, or, if that was not practicable, a meeting of such 
members as could be got together. In the Committee again, he found 
his chief advisers and helpers, though these were always in 
addition to one or two of the Clearing Bank chairmen or general 
managers and partners in the larger private banking houses on 
whose advice he relied. While he was still Deputy-Governor he 
arranged for a weekly meeting with the Chairman of the Discount 
Market Committee and in practice he saw successive chairmen of the 
Stock Exchange Committee almost as regularly....." 


"GRAHAM TOWERS". Speech at Toronto, Jan. 6, 1936: “There is a 
school of thought...which regards a Central Bank as an institution 
unlikely to do much good, but I do agree that a Central Bank in 
undesirable hands would be dynamite indeed. It could so easily 
become of real significance in ways which would constitute the 
greatest injustice. It is desirable that there should be a sounder 
knowledge of Central Bank operations...the main factors. 
Enlightened public opinion is the greatest safeguard a Central 
Bank can have....." 


"MODERN BANKING" (R.S. Sayers, Oxford 1953) page 59. "The author- 
ity of the State over the Central Bank is always necessarily 
absolute. All that is open to question is the extent to which the 
sovereign body should detail its commands to the Central Bank-- 
for the monetary laws are such commands." 
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FOOTNOTES TO: 


Paragraph #29 


Paragraph #30 


Paragraph #33 


Paragraph 58. 


Paragraph #59 


Paragraph 62. 


Paragraph #67. 


Nethercut & Young 
Ferente, Ontaric A1078 


‘Banks to Treasuries in all countries. The principal question is 


' Limits....as an alternative to a running overdraft for credit- 


"THE FEDERAL RESERVE SYSTEM' (Harper, N.Y. 1960) page 19, states: 
"The intent of the Congress....was that the Federal Reserve.... 
should be independent....not independent of Government, but 
independent within the general structure of Government. This doe 
not mean that the system can or should pursue a course....contrar 
to....national economic policies, but....within the framework of 
those general objectives, it is to have freedom to exercise 
its....judgment independently." 


"THE RESERVE BANKS AND THE MONEY MARKET” 
(Randolph Burgess, Harper, N.Y. 1946 edition, Preface) 
"The principal change has been wartime subordination of Central 


how much independence they will regain." 


Since the Kennedy regime's installation there has been discussion 
of an amendment to the Federal Reserve Act, making the term of 
the Chairman co-incide with that of the President. A.H.C. 


"RADCLIFFE EVIDENCE". (Vol. 2, para. 50 of submission by the 
Accepting Houses Committee) - "....if an official request remains 
in force for too long it may have an effect entirely different 
from that which the authorities intended. An example (is) the 
requests....made to the banking community to restrict advances... 
to hire purchase finance companies....(which) have now had the 
effect of stimulating such companies to invite direct deposits 
by...-the public." 


"RADCLIFFE REPORT”, para. 942..,."....We recommend....that the 
banks should....offer term loan facilities within reasonable 


worthy industrial and commercial customers...." 


"BANK OF CANADA REPORT, 1956", Page 23:- "The job of a Central 
bank is to manage the money supply in such manner as to contribut 
both to economic growth and to stability of prices. It can make 
its contribution, and use its influence, but it cannot ensure the 
total achievement of either objective." 


"BECKONING FRONTIERS", (Marriner Eecles, Knoph, N.Y., 1951) 
Page 494, contains the following anent Treasury attempts to con- 


tinue "Pegged" bond prices:- "....a final move in a Treasury 
attempt to impose its will on the Federal Reserve. If swift acti 
was not taken....the Federal Reserve would no longer have a voice 


in deciding monetary and credit policies. It would lose the 
independent status Congress meant it to have, and, in its most 
important function of open market operations, it would be reduced 
to the level of a Treasury bureau." 


The "Fed" regained its freedom in 1953...AHC. 


"McLAURY", Page 38:- "In summary then, the Bank of Canada entered 
the 1950s with a long history of successful open market operation 
in government securities. This "success", however, was based. 
solely on experience during periods when it had not been necessar 
to use such operations to implement a restrictive monetary policy. 
The bond market was well developed, partly as a result of the 
Bank's own efforts, but the Bank's dominant position in this mark 
restricted its freedom of action. 


"BANK OF CANADA REPORT, 1958", Page 3-4;:- "....the Canada Con- 
version Loan of 1958 made possible a return thereafter to non-ban 
financing of Government bond issues and a halting after early 
October of the monetary expansion which had been necessary to that 
times." Page 5:- ‘"The reform of the structure of the Government 
debt, and the contribution it made to improving conditions for the 
sale of future issues....to non-bank investors, were important 
elements in monetary policy in the broadest sense and an essential 
anti-inflationary achievement." 
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FOOTNOTES TO: 


Paragraph #67 
(continued ) 


Paragraph #76 


Paragraph #79 


Paragraph #64 


Nethercut &é Young 
Toronto, Ontario A1079 


This suggests that the Bank, by early 1959 was beginning to 
admit the monetary policy (as distinguished from debt management 
attributes of the Conversion Loan, which had facilitated a 
"tight money" policy, culminating in the famous August, 1959, 
Treasury Bill Auction. By October, 1959, Canada, was selling 
5 1/2% Convertible bonds at a discount. .AHC. 


"RADCLIFFE REPORT", para. 535. "...-debt management can be 
regarded neither as something to be... left to the last and 
adjusted to all other policy decisions, nor....as a consideratio 
which should override all other policy decisions...." 


"RADCLIFFE REPORT". para. 51. “To a far greater extent than 
between the wars monetary problems and problems of debt management 
have become inseparable." 


"THE FEDERAL DEBT" page 5, "Debt management....the prerogative o 
the Treasury, impinges on credit regulation ard control....the 
responsibility of the Federal Reserve. Thus the possibility of 
dispute between two key Federal agencies arises...the degree of 
independence....for the central bank is....one of the issues at 
stake. Again, the way in which a large debt is managed affects 
both the supply of....and the value of money....Since under the 
Constitution, the regulation of the value of money is one of 
the powers given the Congress, new problems....emerge. " 


"PEDERAL DEBT", Page 188 - "Opinions...will differ as to which.|. 
{ssues involved in....debt management is of the most consequence}. 
[In the author's mind the basic question is the future of the 
quasi-regulated market that in the United States has commonly been 
described as the free market process....Is a politically control - 
led money market compatible with the free market process?.... 
Or...-, what kinds of monetary controls are practical if an 
economy is not to lose its free market character?....How much 
discretion in administering a price should a governmental 
administrator have? How far, and for how long, can he force a 
price against the will of the market without creating....the 
semblance of a black market?....at what social costs in other 
areas are his results achieved? To what extent should he be 
permitted to employ compulsion, a non-economic measure, to 
achieve economic goals....? And if he is permitted to use 
compulsion, will the ultimate results be better and socially more 
acceptable than....if determination of the market's course had 
from the outset been left in the hands of the people? Certainl 
compulsion....will seriously disturb the investment habits of 
persons and institutions, upon which many debt management pro- 
cedures in the past have been based." 


This is relevant to the Conversion Loan, the present situation, 
and the 1961 “Operation Nudge” of the Federal. Reserve System. 
, 1A: (On 


"RADCLIFFE REPORT" para. 533. “throughout the postwar period, 
the dominant motive of the authorities...has been the desire to 
"fund", i.e. to lengthen the average life of the securities 
outstanding. The policy....has its roots in earlier ideas abou 
debt management...designed to protect the Treasury from maturin 
claims.... In recent years...the obvious relevance of the 
structure of the debt to the abnormal liquidity of the economy 
led to more explicit emphasis on funding as "an aid to monetary 
control"....The authorities have had to take a view....of the 
psychological reactions of the market to attempts to explore, b 
deliberate manipulation of terms, the possibilities of market 
demand; unwillingness to take the risk of market resistance has 
ruled out anything that might be labelled "Juggling".... 


"FEDERAL DEBT", Parge 167:- "....this is an argument that, in t 
long run, even the Treasury can disregard only at its peril the 
needs of the market and the wishes of its customers, For if 

these needs are not met in some fashion moderately satisfactory 
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FOOTNOTES TO: 


Paragraph: #84 to those who buy and keep government securities, the natural 
(continued) wish of debt owners to liquidate their holdings will create very 
serious problems. 


There is another reason also for respecting...the wishes and 
requirements of the market. Funds for debt ownership can be 
allocated in only two ways, voluntarily and compulsorily. If 
sufficient funds are not allocated voluntarily, fiscal authority 
must resort to compulsion. That is its last recourse. And if 
its policies have departed too far and too long from the wishes 


_—- OOO eee — ee eS eee ee 


that require compulsion. Unwillingness....to make its obligation 
competitively attractive...notwithstanding....the number and 
character of these alternatives, leads ultimately to the use of 
force--the final mandate of the state...." 


Published in 1953, these observations were pertinent to the 
Conversion Loan, and the situation today. The underlining is 
mine. ve tis Ors 


Paragraph #90 "RADCLIFFE EVIDENCE" (Vol. 2, para. 42, of brief by Issuing 
Houses):- "Also, at or near budget time the market is usually 
not receptive to new issues...." 

Paragraph #93 "U.S. DEALER MARKET" figures for 1948-58 show that issues under 


One-year in term constituted from 71% to 84.6% of total trading, 
while those of over five-years in term ranged from 4.9% to 
15.9%. To show the trend in long term trading, these averaged 
15.6% in the first two years, 1948-9, and but 7.5% for the two 
latest years 1957-58. (Page 65) 


Paragraph #103 "RADCLIFFE EVIDENCE" (Vol. 2, brief by Committee of Scottish Bank 
General Managers, para. 36 iii):- "Confidence in the gilt-edged 
market has declined to the point at which the banks are obliged 
to rely mainly on maturities rather than on sales of investments 
for the replenishment of their liquid assets." 


Paragraph #104 "BANK OF CANADA REPORT, 1956", Page 32:- "Loans by governments t 
favored borrowers financed from other sources would insulate such 
favored borrowers from competition in the loan market, but would 
render more intense the competition among the rest for the 
remaining (smaller) supply of loanable funds, and interest 
rates--including interest rates on government securities--would 
rise still more." 


"Page 36" - "In discussions with the chartered banks we have also 
spoken of the desirability of....making insured mortgage loans 
under the National Housing Act". 


Since 1956, housing interest rates advanced above the legal 6% 
ceiling applicable on Bank Loans, and Ottawa has become a large 
direct lender on mortgage loans, thereby adding to the govern- 
ment's borrowings. The availability of 6 3/4% and 6 1/26 NHA 
Loans, Government guaranteed, provides some competition with long 
term Government bonds for institutional and other funds. A.H.C. 


Paragraph #105 "RADCLIFFE EVIDENCE" (Vol. 2, brief by Council of Stock Exchange, 
paras. as follows: - 


15. Official operations by the authorities...take two main 
forms: - 

a. Selling stock off the Departments' portfolios....recently 
issued and still held by them. 

De Purchase of the next maturity against sales of other 
StOCKS.... 

16. These operations and the manner in which they are conducted 
have become the predominant technical factor affecting the 
behavior of the gilt-edged market...it would be a rere 
issue which was not available from official sources the 
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FOOTNOTES TO: 


Paragraph #105 
4 (continued) 
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moment dealings began..... 


18. Ona falling market official sales can, unless very 
delicately handled, produce a very unstable market and des- 
troy the normal conditions created by supply and demand with 
the resulting loss of investors' confidence in gilt-edged 
stocks.... 


19. These open market operations....create a pattern of market 
conditions...closely scrutinized by...s.einvestors. Their 
interpretation of this pattern, which is created by the 
government's monetary policy has become....important....in 
deciding....investment policy. 


26. It is asked how new types of investors can be attracted. 
The need is rather to create conditions which will bring bac 
the,.04, si." 


"FEDERAL DEBT", Page 151:- "If the....Reserve System,...continue 
to be..."stabilizer", both for the economy as a whole....and 

for the government securities market:...then the Reserve Banks! 
portfolios will....be more or less shaped by the action of other 
classes of debt holders. This is, the Reserve System, as the 
residual purchaser, will (have)...,the size and makeup of its 
holdings directly affected by the purchases and sales of other 
classes of owners....its purchases and sales will in turn be 
influenced by the general fiscal and financial policies of the 
government...." 


The dis-investment by the general public,and any special deals 
done with banks, determined the Bank of Canada portfolio trend, 
willy-nilly, once they "pegged" the market in mid-1958. AHC 


"MeLAURY", Page 294:- "....the pivotal role of the central 

bank in all phases of the government securities market probably 
diminished the predictive usefulness of changes in the prices of 
these securities; on occasion the bank may well have experienced 
difficulty in distinguishing between the effects of its own 
operations (and induced reactions to these operations) and the 
effects of non-official forces of supply and demand in the market. 
In fact, one of the strongest arguments advanced by proponents 

of a “bills only" policy is that open market operations conducted 
in short term securities minimize the chances of a central 

bank leading itself astray." 


Page 305:- "....we might explore briefly the feasibility and 
desirability of operations in "bills only", With respect to 
feasibility there does not seem to be any particular reason why 
the Bank could not limit its operations to purchases and sales 
entirely in bills (if we exclude debt management responsibilities) 
Suppose for example that the Bank wanted to offset a rise of 10% 
in reserves caused by, say, an inflow of foreign capital. In 
dollar terms this would work out to between $80 and $100 million. 
With the exception of the depletion of its bill holdings which 
occurred in connection with the Conversion Loan, the bank has 
maintained a portfolio since 1955 ranging roughly between $300 
and $500 million. Nor is there reason to think that the market 
could not absorb sales of this magnitude....In the more likely 
cases in which the demand for bank credit were expanding, there 
is still reason to believe that the non-bank public could absorb 
an increase of this size without undue congestion in the market. 
During 1959 for example, the non-bank public added nearly $350 
millions to its holdings of Treasury bills...It would appear... 
that from a strictly technical point of view, the Bank of Canada 
could probably maintain control of the money supply without 
recourse to operations in securities other than bills...." 
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"SIR ROY HARROD", 'Policy Against Inflation! (MacMillan, 1958), 
displays some fears of what would happen to the gilt-edged ; 
market if the "Departments" were ever operated solely in the 
interests of the beneficiaries. I can see a parallel in the 
administration of Unemployment Insurance and other Canada 
government Trusts...AHC. 


Pages 237-8:- "I may note....that I see a danger....which might, 
however, take us by surprise and overwhelm us. This is from the 
purists. Some voices have already been raised that’ the Depart - 
ments should invest their funds in the way most advantageous, 
from the point of view of yield and liquidity, to the interests 
for which the funds are held. From the point of view of the 
purists, this claim is unanswerable; that is why it is so 
dangerous. We have to run our economy subject to all sorts of 
limitations and handicaps...our position is already prejudiced... 
by past history. One of our greatest assets is....the Depart - 
ments' funds, which give us a degree of freedom in the wise 
management of the monetary system that any other country might 
envy. Do not let us lose this freedom for the sake of a merely 
abstract piece of logic. Let us hold it and keep it and 

cherish it." 


Should Trustees who thus plead, be continued in control of 
Trust Funds?...AHC. 


"RADCLIFFE REPORT", Para 68:- "..,..Since the War the Treasury 
has had....a.....succession of debt maturities and the 
necessity of financing....the nationalized industries and local 
authorities....in a gilt edged market that for many years was 
gradually realizing that inflation was eroding all fixed money 
values. The chronically weak market has...been resistant to 
substantial sales....at any prices...." 


Para 490;- "“....The authorities can raise interest rates 
without difficulty since the Bank of England...can name its 

own price for every maturity in which it chooses to trade. It 
can safely sell more....government paper, at the longer end of 
the market,..until people become persuaded that the rate of 
interest is going to be higher than it used to be. But when it 
wants to reverse the operation it has to be prepared to pour 
out cash in exchange for bonds...and this glut of liquidity is 
likely to be a great.embarrassment in the future when a change 
in the economic climate makes restraint and high rates approp- 
riate once more. This consequence would be more pronounced the 
more artificial the operation appeared to be. There is no doubt 
that....deliberate manipulation of long interest rates...would 
be distrusted as artificial juggling with markets...." 


Para 544:- "....Since the War the nature of demand for debt has 
changed, while the authorities have not been prepared...to press 
for the minimum cost of debt service, but have attached high 
importance to increasing the average life of the outstanding 
securities...." 


Para 562:- "....The debt manager's task looks straightforward 
enough, once he is over that awkward preliminary, the diagnosis 
of economic trends. He has only to lower interest rates.....or 
to raise them and make it less liquid by selling more long 

BGR Boa ans 


"RADCLIFFE REPORT" Para. 563. "....Witnesses from the Bank of 
England and the Treasury strongly contested this view of the 
demand for securities....because....the market in long term 
securities is dominated by expectations of future prices and is 
therefore seriously liable to react perversely to a movement 
of. pudees«..a.} 
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FOOTNOTES TO: 


Paragraph #122 
(continued ) 


PARAGRAPH #136 


Paragraph #136 


Paragraph #142 


Paragraph #144 


Paragraph #145 


Nethercut & Young 
Terente, Ontarie A1083 


Para. 565. "....A more substantial fear is that a drop in 

bond prices, especially if it appears to be the result of 
deliberate action, may be repeated; to the extent that this 
happens, a rise in interest rates will....reduce the demand for 
bonds.....as the Governor of the Bank said...."there is always 
a price at which buyers will appear. That is doubtless true, 
but the price might be a long way down, much damage might be 
done on the way...."The evidence we have heard from financial 
institutions supports the Governor's judgment....he was judging 
markets as they have functioned in this decade....conditioned 
by the circumstances of the times and one of these circumstances 
has been a lack of contact between the minds of the authorities 
and the minds of outside operators and commentators. ' 


"RADCLIFFE EVIDENCE" (vol. 2, paras. 17 & 18 of submission by 
British Insurance Association:- "....Because of their large 
resources they are desirable underwriters and their ability to 
rétain heavy allotments.....where an issue is poorly subscribed 
imparts a measure of stability to the new capital market...As 
regards underwriting it appears that insurance companies usually 
underwrite about 50% of a new public issue...." 


Though these figures refer to non-U.K. government issues, the 
amounts involved exceed £110 millions per annum. Could insur- 
ance companies help underwrite Canada issues, if they were 
available at a net price, thus producing a diversity of under- 
writing as against the system of Bank of Canada holding large 
blocks of new issues temporarily? A.H.C. 


"RADCLIFFE REPORT", para. 580 .....".....we find the customary 
announcements of full subscription unacceptable. No one 
supposes that they mean anything more than that the....Bank has 
taken up the unissued balance....On balance, we recommend that 
the maximum amount of issue be announced in the prospectus... 
and that the closing of the lists should be followed by an 
accurate statement of sales outside "the Departments". 


"RADCLIFFE EVIDENCE" (Vol. 2, para. 39, of submission by 
British Insurance Association) contains reference to the British 
practice of writing down both security portfolios and required 
policy reserves when there is a substantial rise in interest 
rates. This has the effect of eliminating the "book value" or 
“original or amortized cost" concepts which eliminate many 
trading opportunities in Canada. A.H.C. 


"LORD NORMAN", Sir Henry Clay, 1957, Page 436 (With reference 
to the 1931-39 exchange policy in England):- "They (The 
Chancellor and the Governor) learned empirically the lesson 
that a country with a weak and uncertain external position 
cannot commit itself to a fixed rate of exchange, because a 
fluctuating rate is the only safeguard (except Exchange 
Control) against undue depletion of its currency reserves: 
and the corrollary that with a floating rate, control of 
domestic credit conditions must be even stricter than it is 


when the danger signal of a weak exchange automatically compels 


eredit restriction. 


"LORD NORMAN", Sir Henry Clay, 1957, Pages 459-60: - 

"The Governor did not regard the suspension of the Gold Standard 
as a reason for relaxing the control....over domestic credit... 
he was alarmed by the increased scope given to political 
exigencies by the increased influence in the money market of 
the treasury. He felt the loss of the compulsion exercised 

by an adverse movement of the exchanges on the Gold Standard.... 
A floating exchange rate, if a convenience, was also an added 
danger: when there was any pressure on the country's external 
payments, a fall in the rate might increase the alarms which 
caused the flight from Sterling which the lowering of the 

rate was designed to check...." 
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FOOTNOTES TO: 


Paragraph #145 
Continued 


Nethercut & Young 
Terente, Cntaric A1084 


"GOLD AND THE DOLLAR CRISIS", Robert Triffin, Yale, 1960. 

Page 45. "most of the major countries would aim at maintaining 
a@ reserve level of not less than 40% in most years, feel im- 
pelled to adopt severe readjustment measures if this level fell 
below, let us say, 30% or 33% (of gross imports), and consider 
themselves forced to adopt drastic measures of control in the 
face of any persistent or substantial contraction below that 
critical range"s. 2% 


Doctor Triffin's figures show Canada's percentage of reserves 
to gross imports as 55% in 1950, 43% in 1954, and 29% in 1957. 
Though our merchandise imports may be a little larger than in 
1957, our non-merchandise out-payments, on a net basis, may be 
several hundred millions larger for 1961, while our exchange 
reserves are no larger, and our total foreign debts a good 
deal more. If you accept the jargon that a permanent foreign 
investment here is an "international debt", the increase since 
1957 may be in the order of $7 billions. 


Mr. A. T. Lambert, now President of the Toronto Dominion Bank, 
suggested back on June 17, 1960, that we should have increased 
these reserves some years back "in order to give us greater 
independence in our internal policies". A.H.C. 


“GRAHAM TOWERS", Toronto, January 25, 1962, at Canada Life 
meeting:- "Any other country which attempted to run an 
international current account deficit of the size we have 
experienced in recent years relative to our national income, 
would long ago have had to devalue its currency, impose 
stringent import restrictions, curtail its domestic activities, 
or @ combination of all three policies. The current examples 
around the world are too numerous to mention. Only Canada has 
been readily able to borrow from other countries on a scale 
required to offset the large deficits."...."What is to be 
desired is a distinct tapering off in our reliance on others 
before we come to the point where our credit standing is 
impaired." 
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| Chairman, and Members 
The Royal Commission on Banking & Finance, 


i ther l J l Ng 
\ y a, ; 5 (athe AL ee A085 
| 
2 
: ) 
4 | , 
5| The Honourable Dana Porter, 


| Ottawa. 
7 } Gentlemen: © A Brief by Frank O'Hearn 
(14 p - 7 sets) 
8 
I respectfully beg to make the following Submission for your consideration: 
9 According to our National Charter, the issue of money in Canada and the 
control of credit rests exclusively with Parliament. 
10 


In actual practice however, Parliament has through the various Acts dealing 
11 with banking, money and credit, turned its Right to issue money and control credi 
over to the Bank of Canada and the Chartered Banks. 


12 Parliament did this moreover, without demanding or getting credit from th 
banks for the new money issued on its behalf. Unfortunately, the methods employed 
| by the banks didn't provide for payment to Parliament of the monetary credits to 
| which it is entitled. — 


Accordingly, the people of Canada have inadvertently been cheated out of 
billions of dollars, and it's now clearly up to Parliament to get the credits from 
15 | the banks to which it is still entitled, so as to recoup our losses and comply with 
the terms of our National Charter. 


16 ! 
The need for this extra money is indicated by widespread involuntary 
4 unemployment, huge unpaid public and private debt, inflated living costs and ‘in- 
t flated production costs, and by the continuing shortage of our available capital supply 
etc. 
18 
I submit that a huge shortage in our available money supply is clearly indi- 

19 ||\cated by examination of the government's financial statements, and the combined 
statements of the banks, and these I am prepared to submit in detail for your 
consideration if you so desire. For the purposes of this Submission, I submit that 
the need for a vast improvement in our taxing, banking and monetary procedures 
is clearly indicated by the following facts, viz.; 


20 


21 

According to government figures, our gross national revenue is presently 

92 ||Tunning at a rate of about $36 billions per year. For a population of 18 millions, 
this is equivalent to $2,000. per capita per annum. 

23 Our money supply however, as indicated by the amount of our bank deposits 


and pocket money, is equivalent to only $1,000. per capita, a total of only $18 
24 |billions. 


5 From these facts, it's obvious that half of our year's revenue has vanished. 
n other words, our national money supply is short a total of $18 billions, equiva- 
ent to $1,000. for each man, woman and child in the country. 


26 
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Nethercut & Young 
Terente, Ontaric A1086 


It is the loss of this revenue money that has caused our present financial and 
economic problems, and I] submit that the recovery of this money is the first and 
foremost task confronting your Commission and the government and people of Canada. 


So as to recover this huge amount of money, I've developed THE FRANK 
O'HEARN FORMULA to improve current, taxing, banking and monetary procedures, 
in which I offer to the government and people of Canada the choice of several prac- 
tical and feasible methods, as follows; 


1 - A new method to encash taxpayers cheques}; 
2 - A new method to encash bond collections; 
3 - A new tax plan; 
4 - A costless checking method. 
. 5 - A costless method to repay bank loans. 
I beg to submit details of these alternative methods in EXHIBIT NO. 1 attached. 


The many benefits which would accrue to the government and people through th 
use of this Formula are too obvious to need recounting here in detail. The replace- 
ment of the revenue deposits cancelled by the government and banks, and the use of 
these increased banking resources as a permanent monetary fund, would place the 
government and people in a sound and solvent condition. The proper recording and 
balancing of our public and private accounts would remove the fear of further 


depressions or inflations, and would avert further undue fluctuations in the domestic 


value of our money. It would end involuntary unemployment and discriminations, and 
would provide markets: freed of restrictions and undue competition. The tax reduc- 
tions it would make possible would reduce our production and living costs and prices 
to our common benefit. 


The attached Exhibit No. 1 deals with our domestic economy only and doesn't 
touch on the problems of international trade and settlements. In this area of Inter- 
national Exchange, I beg to submit O'HEARN'S COPYRIGHTED FORMULA FOR 
INTERNATIONAL MONEY, which I've developed to provide a sound international 
dollar for world trade and settlements in place of existing methods and media. The 
details of this proposed international money Formula are contained in the attached 


EXHIBIT NO. 2, which I submit for your consideration. 


This Submission sets forth the fundaments of the Formulae I've developed to 
improve our current taxing, banking and monetary procedures and to provide ourselve 
with an international dollar for our foreign trade and settlements. My Formulae 
is intended to bring about an era of peace, prosperity and security and so escape 
further disasters from our financial follies. Everybody will benefit, and nobody 
will lose if this Formulae is endorsed by the Commission and implemented by the 
government in the public interest. 


- This Brief is submitted by 
FRANK O'HEARN 


October 24th, 1961 ; 
Director 


The Office of Valuation and Exchange 

59 Bethune Blvd., (A private Research Institute) 

Scarboro, Ont. 

P.S. - If this Commission decides to recommend the use of this Formulae by the 
government in whole or in part, or if the government decides to use it for the 
benefit of itself and the people of Canada, such use should of course, be on an 
attributable basis, because of its great potential value and because of the great 
cost to me of its development. Frank O'Hearn 

P.P.S. - 1 seek a personal hearing before the Commission to support my Brief if its 

validity is questioned. Frank O'Hearn 
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5 EXHIBIT NO, 1 

COPYRIGHTED FORMULA 
by 

0) Frank O'Hearn 


7 |The purpose of this Release is to re-state and clarify the Formula I've developed over 
the years to improve the prevailing taxing, banking and monetary procedure, in the 
8 following manner, viz.; 


AA NEW METHOD TO ENCASH TAXPAYERS CHEQUES: | 


9) If this method were to be used by the government of the day in order to get its 
money's worth, all it would have to do would be to issue instructions to the tax Collecto 
1Q |that he must until further notice charge the government's bankers for the full amounts 
jthey get from the taxpayers banks to cover the tax cheques. Todo this, he would have 
to charge them with double the face value of the tax deposits. .This means in. other words, 
11 that all tax collections would henceforth be collected from the taxpayers banks in additio 
ito the amounts collected from the government's bankers for deposit of the tax revenues. 
12 ‘This is necessary so as to make up the shortage caused by the government's mis-use of 
Rae funds to cover its own cheque payments twice over. | 


13| This extra tax collection from the banks is essential so as to ensure that the 
|taxpayers cheques are properly paid and encashed. It is also essential to do this so as 
to avert the cancellation of the taxpayers money and to avoid a shortage in the govern- 
4 |ment's own bank accounts, which follows the use of the present methods. 
The collection of these extra anddants would double the receipts from the trai 
15 land it should be carried out until the accumulated deficit shown in the government's 
inancial reports is completely wiped out. To put it another way, the collection of the | 
16 extra amounts should be carried out until the deposit assets of the banks are at least | 


quivalent to the amount of investment and loan assets they now hold. 


17 Fortunately, the payment of these extra amounts to the government won't cost th 
anks anything inasmuch as they already have collected in more than enough to permit 
hem to cover their customers tax payments in full, instead of covering them for only 
18 |half their cost value, as they now do, and cancelling the unpaid balance. 


The collection of this extra money is necessary as J find that when the govern- 
ent deposited its revenue collections, it failed to get its money's worth from its 
ankers in return. As a matter of fact, it got only fifty cent's worth from them in 
2Q |return for each dollar it deposited. 


19 


This is because the money the government deposited actually cost twice as much 

21 |fo get out of the banks in the first instance, as its face value indicated. This is so be- | 
ause twice the amount of cash assets that was actually needed, was foolishly used to 
over payment of the revenue cheques and other funds deposited by the government. | 
he face value of the cheques deposited was covered from out of the taxpayers cash | 
ccount, and from the cash holdings of their bankers too. 


Ze 


23 


Because the government didn't get its money for its face value, it should have 
harged its bankers with double the face value of its revenue deposits so as to get 
24 its money's worth from them in return. 


Because of its faulty method of handling its money and of recording its accounts 
25 jand transactions, the government has already cheated itself and its taxpayers out of 
18 billions. 


26 
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In view of the foregoing, the first duty of the government is to collect in the 
balance from its bankers needed to adjust the revenue deposits it has already made. 
It obviously should do this before it collects in any further taxes of any kind. 


One way to do this is for the government to henceforth encash the tax cheques 
from the taxpayers banks as well as from its own bankers, or else demand credit from 
8 |lits own bankers for the full amounts tendered to them by the taxpayers banks to cover 
the tax cheques deposited. 


A NEW METHOD TO ENCASH BOND COLLECTIONS: 


The foregoing Formula for getting in the full value of the taxpayers cheques 
could be also used by the government to get in the full value of its bond cheques 
deposited with the banks. The payments for the government bonds should be encashed 
11 |idirectly or indirectly by the purchasers banks as well as by the government's bankers. 
This would double the government's receipts from the sale of its bonds. 


12 ||, NEW TAX PLAN: 


13 | If this alternative method were to be used by the government of the day to 
\collect in additional capital, all it would have to do would be to levy a special tax 

on the banks to get in the tax money and bond money coming to it from them to adjust 
its revenue deposits. 


10 


14 


15 This tax-the-banks proposal is intended to show how simply the government coul 
Fee in the tax money which it let the banks hold back from it when it deposited its tax 
Ic 


ollections with them. Collection of the extra money should proceed forthwith inasmuch 
16 |as the cheque payments have already been charged by the banks against the taxpayers 
ccounts. 


ti This proposed tax would not be a tax on the bank depositors or shareholders. It 
ould be a tax on the banks themselves, and they would have to pay the tax by way of 
18 eposits to be set up by them in favor of the government. 


The extra credit balances would of course, increase the banking liabilities, but 
19 hese extra liabilities would be offset by permanent debit balances listed on the asset 
ide of the banking statements as deposit assets. In this way, the true financial con- 
ition of the banks would be shown for the first time. 


20 


If deemed advisable, the banks could issue drafts or cashiers cheques in favor 
f the government and this paper, when endorsed and deposited by the government, coul 
21 |be held as collateral by the banks to the proposed debit balances. 


In view of the huge amount of tax money the government is entitled to get from 
22 he banks, the tax levies to make up the shortage could be made on the instalment plan 
s the money is required by the government. 


ZS 


In this method like the others proposed, the extra amounts could be paid by the 
anks without cost to themselves or to the shareholders or depositors. This is because 
24 Ithe cost has already been paid in full, and the recovery of the money would be freed of 
urther cost. 


ye) This tax-the-banks method could also be used by the government to get back fro 
he banks the amounts they over-charged it in connection with its borrowings and cheque 
ayments, as well as to get back the amounts the banks short-changed it in connection 
ith its revenue deposits. 
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A COSTLESS CHECKING METHOD: 


If this alternative method were to be used by the government of the day to pay 
its accounts, all it would need do would be to issue its cheques in the usual manner 
together with instructions to its own bankers that they must honour and take in the 
government cheques without charging the amounts in the usual manner against the 


| government's bank accounts. 


Insofar as the banks are concerned, all they would have to do in this regard whe 
they take in the government's cheques, would be to certify them and hold them as per- 
manent negotiable banking assets against their deposit liabilities, and hold them as 
assets in place of the money they pay out to take the cheques in from the Payees banks. 


In other words, the government could by this costless checking method pay its 
creditors by way of cheques without any cost to itself whatsoever. The government 
could legitimately do this until it finally recovered all the money due it by the banks. 


A COSTLESS METHOD TO REPAY BANK LOANS: 


If this alternative method were to be used by the government of the day in lieu 
of the foregoing methods, it could repay its bank borrowings without any cost to it- 


self or the public whatsoever. It could do this until the current cash deficit in 


the national economy is replaced with bankable funds. 


The use of this new method would also be a new departure in current banking 
procedures and could be resorted to if deemed preferable to the other methods outlined 
in my Formula. In order to demonstrate just how readily this method.could be utilized |by 
the government, I actually applied it in connection with my own personal accounts with 
my bank in the following manner; 


Back in 1958 I arranged for my bank to purchase securities to a total of $11,000). 
and I deposited a further $11,000. worth of securities with it as collateral. My bank 
proposed that it make me a loan for $11,000. and credit the proceeds to my savings 
account. Though the purchase of the securities and the loan to me were two different 
and separate transactions, when I got the bank's statement thereof, I found that it 
had debited me with a total of $22,000. and credited me with a total of $11,000. only. 
On taking the matter up with them, they stated that this was their usual method of 
handling and reporting all such transactions. I however, protested that they mis- 
handled and mis-reported my transactions and that they had either over-charged me or 
short-changed me in a total of $11,000. The bank refused to correct the accounts or 
remedy my protest. 


I subsequently had them sell a portion of the securities for $3,000. which they 
credited to my savings account and out of which I instructed them to transfer $2,000. 
to the credit of my loan account, reducing the latter to $9,000. In reporting my 
transactions up to that point, the bank had debited me with $24,000. and credited 
me with only $15,000., making the $9,000. which prevailed until I recently took the 
matter into my own hands for settlement. 
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I therefor recently divested my bank of the loan collateral it held for me by 
having deposits of outside money made in exchange for the collateral and having the 
proceeds credited to my savings account. This provided me with a deposit balance 
equivalent to the loan debt it had charged against me. 


Inasmuch as my bank turned over my collateral to my broker against payment an 
credited the proceeds to my savings account, I then recognized the debt and notified 
them of my desire to pay it off in full. I pointed out however, that because of the man- 
ner they mis-handled my previous repayment, I couldn't pay off the balance in a simi- 
lar manner. 


This is because my bank cancelled'my $2, 000. of savings money when they got 
it from me in repayment, in place of turning my money over to Parliament where. it 
undoubtedly belongs. Hence, they improperly cut this amount from our available 
national money supply. I pointed out also that my Formula is intended to permit the 
repayment of bank loans without the cancellation of the customers hard-earned money 
in the usual banking manner. 


I stressed my desire to keep my savings money in circulation and insisted that 
after we squared up our contra indebtedness, my money must be with either one of us. 
Hence, in order to safeguard my savings money and to give effect to my Formula, I 
then cancelled my indebtedness to my bank and retained the money and applied it asa 
|\partial capital return to offset the huge costs of developing my Formula over the past 
30 years. 


I also stress the fact that if I were to pay my bank its loan charge in the 
customary manner, I would be mis-handling my money and mis-reporting my trans- 
actions, and I would also be cutting $9,000. from my savings balance and my bank 
would be cutting $9,000. from off its loan assets, making the repayment cost $18,000. 
to discharge the $9,000. loan debt. This inflation of repayment costs would cause a 
$9,000. loss in our money supply and would be altogether too costly. I could have no 
part in such an improper and illegal procedure. 


My action of course, constituted a new departure in the handling of our money anid 
the recording of our banking transactions, and creates a precedent which could be pro- 
perly followed and adopted by the government of the day, or by other banking customers 
should the government fail to take advantage of my Formula. 


It's clear that by my action, I have averted a loss of $9,000. in our money suppl 
I divested my bank of the loan collateral and stripped it of its evil power to forcibly 
close out my accounts and cancel my savings money in the usual banking manner withou 
turning the capital profit over to Parliament. 


So as to give my bank further opportunity to remedy my complaints on its own, I 
advised it that 1 would be quite willing to pay it the loan debt providing it would under- 
take to keep my savings money in circulation and report it as an asset, for obviously 
the banks should report deposit assets as well as deposit liabilities. I also required 
it to report a $9,000. capital profit and pay whatever taxes the government called for 
thereon. Otherwise, I suggested that it abandon its loan charge against me and report 
a deposit asset in lieu thereof, or also report a deficit in its deposit assets so as to 
show its true financial standing as required by the various laws governing its ope rations. 
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4 
C It is because of the foregoing that 1 submit that the government of the day may 


beneficially use this proposed costless method of repaying its bank borrowings without 
any cost to itself or the public whatsoever, in just the same way that I've done with 

6|| my bank. In this way, the government may avert such losses in the future, and make 
capital profits from now on so as to make up for past losses. 


I furthermore submit that the government could issue $18 billions in new govern- 

ment money forthwith and deposit it in the banks in exchange for bank balances, but 
8 || doing this wouldn't free it from its obligation to collect in the $18 billions it is entitled 
to get free of cost from the banks to settle up and properly balance its banking trans- 
9 actions to date. Hence, all that is neces sary now is for the government to take ad- 

vantage of some one or other of the alternative methods I've submitted to remedy the 
intolerable conditions I've exposed, and to avert similar losses in the future so as 
10 || to recoup the losses we've suffered from the lack of sufficient money to conduct our 
business affairs and pay our public and private debts. 


11 This Formula is issued by: 
iz (FRANK O'HEARN) 
13 Director 
The Office of Valuation and Exchange 
(a Private Research Bureau) 
14 


59 Bethune Blvd., 
15 Scarboro, Ont., 
Canada. 


16 || AM 7-6054 


P.S. 
See P.S. attached. 


Copyright - Canada - 1961 


World Rights Reserved. 
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PL. 20 EXHIBIT NO. 1 


5| THE FRANK O'HEARN FORMULA 


With reference to my charge that half of our past year's revenue deposits has van-~ 
ished, here's one way of explaining this phenomenon; 


Half of the past year's gross revenue deposits were turned over by the depositor's 
8 to the banks to pay off their borrowings for the year. In this way, the banks got $18 
billions of their customers revenue deposits, and they got this earned revenue in 
addition to the reduction they also got in their liabilities to depositors resulting from 

9 || the loan repayments. . 


10 Unfortunately however, the banks have so far failed to report the revenue 

deposits they got from their customers as banking assets, received by them in place of 

the paid-off loan assets. In this way, the banks under-stated their assets toa combine 

11 || total of $18 billions. This is clear, for had they fully reported their deposit assets, 

their total assets would now be $18 billions more than they report in their statements, 

12 and this in turn would disclose that the true assets of the banks exceed their liabilities 
to depositors by an equivalent total of $18 billions. 


13 As stated, the banks don't report this extra banking capital, neither do they 
report the deficit in their deposit assets, and their statements consequently, don't 
14 show their true financial condition, as called for by the various Acts governing their 
operations. 


15 The validity of the foregoing charge is supported by examination of the financial 
statements issued by the government and the methods employed by it in its banking 

16 transactions. My charges are further supported by examination of the banking state- 
ments in relation to the Canadian Economy in general. 


17 It was in order to have our missing revenue deposits replaced and recovered thalt 
I developed THE FRANK 'O'HEARN FORMULA to improve current taxing, banking and 
monetary procedures, all as submitted in this Brief. 


Frank O'Hearn 
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EXHIBIT NO. 2. 


O'HEARN'S FORMULA FOR INTERNATIONAL MONEY 


PURPOSES: 


The purpose of this Formula is to make international dollars 
available for international trade and settlements, in order to facilitate world 
trade and exchange, and make all forms of wealth available to all peoples at 
proper domestic prices, as stated in terms of international money. 


The proposed new international money for world trade is the 
logical outcome and development of existing monetary media and procedures 
now generally in use for business purposes. The proposed new international 
dollars and new exchange facilities are based on the findings and disclosures 
made by Mr. Frank O'Hearn, Scarboro, Ontario, Canada, after many years of 
extensive and expensive investigation of existing financial methods. 


No international money has heretofore been available for inter- 
national trade, so that the proposed new international dollars are an improvement 
upon and basically different to anything heretofore available to importers and 
exporters. When this new money is in general use, all payments and settlements 
of international trade will be made in international dollars, and not in domestic 
currencies or other media as heretofore. Payments will be made by cheque 
drawn by the importer against his checking balance carried on the books of the 
proposed International Money Office, All such cheques would be certified and 
charged against the Importer's account in the usual banking manner, and the 
proceeds credited to the Exporter's account, thus keeping the money balances 
always in balance, and available for spending by the current holders. Thus, it 
is intended that an International Money Office be authorized to give effect to the 
proposals of this Formula. 


ASSETS: 


The assets of the proposed International Money Office, against 
which its international money balances are to be issued, would consist of a 
permanent money account plus various domestic. currencies. Unlike ordinary 
commercial banks, no loans or loan collateral would be carried as assets - only 
international money balances and domestic currencies. 


Deposits of domestic currencies would be accepted by the Inter- 
national Money Office in exchange for international checking account balances. 
Investment in domestic currencies would be made by the issue of international 
dollar balances in exchange on the proper exchange basis as calculated for 
exchange rates and valuations. 


As domestic currencies are accepted on deposit in exchange for 
international dollar checking balances, the International Money Office to 
acquire its additional assets, could issue cashiers certified cheques in favor 
of the governments making use of its money and facilities for import and 
export trade. These certified cheques, when endorsed by the governments 
concerned, could be held as collateral to the proposed permanent money 
account by the International Money Office. As this would provide entirely new 
issues of international money, a clear gain would accrue therefrom. 
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CAPITAL INCREMENT: 

It is intended that the capital gain accruing from the new issues 
of the International Money Office shall accrue to the governments endorsing its 
cashiers cheques and the use thereof as collateral to its permanent money 
account. Thus, by listing this new international money in its cash records and 
by turning the profits therefrom over to the governments concerned, no debt 
of any kind would be incurred and no repayments or interest, would be called for 
on the part of the governments reaping the profits. As its money assets are 
set up, the International Money Office would enter corresponding amounts of 
international checking balances in the accounts of its customers. The amounts 
would be entered as these initial cash transactions are effected in international 
money, less reservations for surplus account, but no additional premiums or 
discounts would apply. Hence, the governments accepting such proposals would 
be furnished with an immediate supply of international money available for 
spending forthwith in international trade. 


The amount of bonuses to the participating governments would 
be calculated on its foreign trade requirements as agreed by the governments 
and International Money Office, and would bear in general principle, a comparative 
ratio to the bonuses to other governments to avoid discrimination. 


MONEY SUPPLY: 

The total supply of international money would be governed by inter- 
national exchange requirements, and would be controlled by the amount of its 
own bonus issues plus the amounts put out against investments or deposits in 
domestic currencies. 


DEPOSITS: 

As participating governments sell or deposit their own currency at 
quoted rates with the International Money Office, they would also get their respecti 
amounts of bonus checking balances. No shortage of international money could 
result from this arrangement. In this manner the International Money Office 
would be assured that its assets would always be made up of equivalent parts of 
permanent money balances and domestic currencies. Unrequired holdings of 
international dollars by any government could be resold at any time to the 
International Money Office and its own currency regained. Should it be deemed 
advisable at any time, an issue of international notes or coinage could be made 
by the International Money Office for payment of withdrawals from customers 


checking accounts, but transfers of balances by means of cheques would probably 
suffice. 


EVALUATION: 


To ensure the value and stability of its assets and of its outstanding 
international dollars, the national currencies purchased or accepted for deposit 
by the International Money Office would have to stand up to certain requirements, 
otherwise the backing and value of its international money would be prejudiced. 
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and their. expressed valuation in terms of international money would be 
made use of. In brief, this method would be to ascertain the respective 
domestic values of the various currencies in terms of a group of selected 
domestic cost items. A weighted index average thereof would be computed 
to express the current domestic value of such currency as indicated by its 
own domestic price values, Such indices and arithmetical computations 
would then be used to arrive at the proper ratios between domestic 
currencies and international dollars. A numerical index based on a chosen 
suitable ratio, would be computed to indicate the proper relation of each 
domestic currency to the basic ratio, The result would be a comparative 
rate of exchange and currency valuation suitable for use to govern the 
amount of international money to be issued in exchange for domestic 
currencies. In this manner the value of the currencies to be held as assets 
by the International Money Office would be assured, and the values of its 
outstanding dollar balances stabilized and their proper exchange values 
indicated. 


To further protect the exchange rates and values of 
its outstanding international money and of its currency assets, certain 
other requirements would, be made on domestic currencies. Governments 
concerned would be expected to offer evidence that its domestic economy is in 
a solvent condition, and that sufficient domestic funds are available to its 
residents for their domestic requirements. No inflations or deflations of 
its domestic currency could be permitted to upset the worth of the domestic 
currencies carried as assets by the International Money Office, otherwise, 
their currencies would not be acceptable as such assets. Certain maximum 
and minimum limits to the totals of domestic currencies outstanding at any 
one time, based on domestic requirements, would be mutually agreed upon, 


SUMMING UP: 


The foregoing outlines the general make up and 
procedure of the proposed International Money Office and of its new 
international dollars. The purpose, restated, of making its money and 
facilities available for international trade is obviously to facilitate world 
trade and exchange, and to make all forms of wealth available to all peoples 
at proper domestic prices, stated in terms of this international money. 
General use of this new international money would obviate direct dealings 
in domestic currencies between nations. No reserves of any particular 
currency would have to be built up by any nation. International Money 
would remove all artificial restrictions to world trade = no further 
depressions in world trade would occur and all the evil results of such 
depressions would be removed once and forever. 


Issued and evaluated in the foregoing manner, 
valuable convertible and negotiable international money would be a 
perfected medium for world trade. Easier sale abroad for domestic 
products would be permitted and encouraged. The prices of world trade 
would express its proper comparative values. Countless benefits would 
accrue to the entire world - the resulting financial freedom would ensure 
economic freedom to the entire human race. Prosperity and peace would 
be made possible by the general use of the funds and facilities of the 
proposed International Money Office. No other plan is feasible. 
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As to the financing of the International Money 
Office itself, this is a comparatively simple matter. Once a government 
adopts the foregoing proposals and gets its checking account opened, the 
International Money Office would make a small service charge for 
handling such account. This service charge would be paid by the govern~ 
ment concerned in its own currency. The domestic funds thus received 
would be spent by the Office on Headquarters expenses and obligations, 
and for opening, equipping and staffing suitable branch offices in the 
nations concerned to service their international money accounts. 


Each government taking advantage of these proposals 
and facilities would have the privilege of nominating a member of the 
Executive or Governing Board of the International Money Office. It would 
also have the privilege of nominating the Director who would be resident 
in charge of the branch office in their respective countries. 


At the start, the prices to be charged for goods 
exported would be set by the exporters and would have to be acceptable 
to the importers to effect a transaction. When the International Money 
Office operations are in full swing, calculations of the proper exchange 
rates and values would be made for world trade in accord with the 
foregoing methods and procedures. These international exchange rates 
and values and the international dollars would be made available to all 
nations on the foregoing basis as a sound basis for world trade, exchange 
and settlements. 


Importers and exporters as well as governments 
would be entitled to take advantage of this perfected international money 
and facilities to transact world trade; to help prevent repetitions of past 
depressions; to ensure world prosperity and peace, and as a means of 
escape from the evils we've all experienced because of the lack of sound 
international money for world trade. 


FRANK O'HEARN 


Director 
59 Bethune Blvd., The Office of Valuation & Exchange 
Scarboro, Ont.,Canada. (A private Research Institute) 
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1 
2 
3 
4 P,S, TO EXHIBIT NO. 2. 
5 O'HEARN'S FORMULA FOR INTERNATIONAL MONEY 
6 In order to demonstrate how my Formula for international money could 
be beneficially implemented through existing international agencies, I 
Yet g 8 8 
% submitted a proposition to the International Monetary Fund for consideration 
as follows; 
8 The holdings of the IMF include $84 billions worth of securities payable 


in Members currencies. While these are demand securities, they are non- 
negotiable and non-interest bearing, and while they are held by the Fund as 
9 assets, they may be considered as frozen capital derived from subscriptions 
of the member governments. 


10 The, proposal I made to the Fund is intended to bring about the release 
of this frozen capital by freeing it and making it available to the member 
nations in the form of negotiable checking balances suitable for use as 

11 payments for international trade and balances. By releasing this frozen 
capital for circulation as international money, the operations of the IMF and 
the World Bank would be re-vamped and brought into line with the require- 
12 ments of my Formula. 


13 Checking balances would be allotted to the member nations in lieu of 
and in place of their frozen share capital. The member nations could then 
use certified payments drawn on their checking accounts, as valuable 
14 negotiable international money in full settlements, in lieu of and in place of 
existing methods and media. 


15 In giving effect to my proposals, the Fund would turn over its $ 85 
billions of uncashed demand obligations to the re-vamped International 
Bank in exchange for a like amount of negotiable checking balances. The 
16 IMF would then have the checking balances as its assets in place of the 
members demand obligations, and it could then commence making payments 
by way of cheques immediately. 


In addition to the foregoing, the re-vamped International Bank would 
accept all IMF cheques from the Payees as cash deposits, and could do this 
18 free of cost to the Fund, and without making any charges or reductions in 
its checking balances whatsoever. In this way, the IMF would make a 
clear capital gain for the full amount of the checking issues accepted by 
19 the International Bank as cash deposits from the Payees. 


20 Moreover, as the IMF cheques were received on deposit by the 
International Bank, the Fund could if so desired, draw back an equivalent 
amount of its present investment holdings against its own checking 
1 balances. In this manner, the IMF could regulate the total amount of 
checking balances outstanding on the books of the International Bank, 
over and above the permanent portion outstanding against the permanent 
49 deposit assets referred to above. 


If these proposals were to be carried out as I've suggested, Canada's 
23 share of the resulting capital gain would amount to over $300 millions. 


29 


30 


i 


i .&§ ,OU TIGIHXS OT .2.9 


ee vo ¥SMOM IAMOITAMAS THI JOT, ALUMAQT 2UAATHIO . 
sai (Seo 2Avoo7K PX 2Os; 2 Si. we 2 ate Dit ds ans ROS or if ataoks 
{ ss LSA? | iv ws Line 2 Me oat ee y HHO vena ll Oey therein 


epteyoe all we ble Bo Mode ey 2gAd waived at Nitin ache Msi YTB ma 
binos yonor Lsnotisnssini tot slunrto% yo wod stsitanoosb.of tebi0 al. 

_» 4d «pstonegs Isnoitsnreini guijaixe dguoidi beinawelqmi ylisiohened sd 
aotistobianos rol bay yrsionoM isnottenasial odd ot mobiaogorg 6 bedtimdue 
. tas eed oy dn tia "F bm a 3% 0) ore ot ene jewollot es 


eldeysq ssiiitvoe2 to dixow anoillid £84 ebulont AMI edt to egniblod eAT 
“Hon e718, yesdt ,esiiizvose baseteb sis sasdi olidW .asionerzus eredeeM at 
88 baw edt vd bled o18.yodt slidw bas .gmitsed jagtetai~non bas eldsisogen 
anoilgizzedye oiott boviteb latiqss meso) es batsbiesoo ad ysex yods ,eteaes 
us . <4 ») »atgentatevog tedden. sdi to 


' . veope 2.38 


ft: > reo) 


— seseiet or} tcods gaizd of bebastai.at bay adi ot sbam I [seoqotq sdT 
xeadenoot.sd} of eldslisva di gniclgon, bas ti gries1t yd Lstiqso s9s07} eid? to 
oo 88 98u 10) eldstiue aggnsisd gubloada eldsitagen lo mxzot edi mi enoiten 
» M9so7) aidt gniasolox yO . esonsiad bos ebart lsnolitenieint, 10t alaerrysq 
bas “MI oni to anoits1eqe ent .yonocs lsnoitanrsini as moitsluotis 10} letiqgss 
 =etivpss odd diiw omil otni jdguoid bes bsqmav-st.sd biuow Anad blroW ont 
fubiowe sea by a ' ,. SluortoS yon.to etasent 


io weil ni eaotisa redeem ori of bodtolls od biuow ssonsisd gaidosdo. | 
sedt blvo> emoitsn tedmern edT  letiqss o1sde sos01? tient Yo so9slq nt bas 
.» sidsvisy as yeinuooos goiadoeds aisdimo mwerb atnecrysq beitivis9 sau 
io so8lg ai bas io ugii al ,ataemeliiee Lut ai yenom Isnoitsnisini sidsitogon 
tains , F , . Bibeen bos 2bodiem gniseixe 


$< nt ae F ees 4 
oy $82 20), t9V0 awd bluow bay’d. odd ,2ls2oqorg yor of tostic gnaivig al 
{snoitsnrsin] beqrisv~ex ond of anoitsegildo .busmish bsdesony lo anoillid 
-edT .esomsiad gridsedo sidsitogen to tnuomts sail & tO} sgnsdoxe at AneG 
edj to sosiq ni ajoa@es att as escnsisd gsidoed> sd} sved medi bluow TMI 
_ ahronry sq gablso: sonsenaioa medt bluoo ti bas ,enoitsgildo bisnreb axedorem 
TT A . Ylstsiborneni asypsdo lo ysw yd 


bivow Ans& lsaotisnreinl boqmrsv-91 adt ,ymiogetot oft of notiibbs al 
2idi ob Bluoo bas .atisoqsb fess as asoys odd mot? eaupeds FMI Le iqooo8 pAY 
nt enotioubs: to eogisdo yas grinder juodiiw bas ,basd sdi of t20> lo 9943 st f 
8 sdsor bluow IMI sdi ,ysw aidd nl .tevecatsdw esonsisd goidoedo ait 
yd bsiqeoos eoueat gridoeds.andt to éavorns [fut ant 101 alsg Istiqe> tssis 


.299ys7 ont mro1} atizogsb deso es Ansa Isnotisnisinl ont eV 
ali yd dizoqeb no bsviess+ s1sw esupeds AMI edt as .resvos1oM of 
jasleviups ms Aosd wath ,betiaeb o2 ti bluos baw of? Ansd& Isnottenreial | 
gnilosds nwo ait tanisgs agniblod Inorsteevai jnsaexq ati lo invoonrs 
to tauvorrs isto! sd) sisivge+ bivos IMI edt ,rennsm aid} al . esonslad fs : 


,Aasad isnotisatsini sdt to estood od) mo gutbusteiuo esonsisd gnidosdo 
jnensorieg odt Janisgs gnibnetaivo solt1oq trensmrsgq srt evods bis tsvo te 
.svods of borrsles atozes tizogsb ce 


@'shsas) ,beteeggue av'l es ivo bsixtso od of stew elsaoqotg seeds 1 
-anotilion OOE% t9vo of invoms bisow nisg Istiqs> gnitlueos oft to stede 


Nethercut & Young 


Torente, Ontaric A1098 
1 
2 
3 
4 (ede), IG) hb Ge Heyl k INK@) P20 


Though the IMF officials haven't yet advised me of their decision 
6 in regard to my proposals, and though my proposals haven't so far as | 
know, been yet submitted to the member nations for consideration, I 
can advise the Commission that the United Nations Secretariat for 

7 Economic and Social Affairs wrote me saying that my Formula is 
conceptually well-founded, and that my proposals represent a valuable 
contribution to the general progress of ideas, and to a better under- 

8 standing of the fundamental issues which confront the world economy. 


It's obvious that a sound international dollar for our foreign trade 
9 and settlements is a must if we Canadians are to have a sound basis 
for peaceful and prosperous international trade and intercourse. 


10 I therefor hope that the Commission will come to the conclusion 
p 

and will also recommend that Canada should spearhead a movement 

in the United Nations to have my proposals submitted to the member 


11 nations for consideration, and also recommend that Canada should 
take the necessary steps to get the world at long last an international 

12 dollar suitable for our international trade and settlements, all as set 
out in Exhibit No:2 hereof. 

13 Frank O'Hearn 

14 

15 

16 
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5|| The Honourable Dana Porter, 
Chairmen, and Members, 
Royal Commission on Banking & Finance. 


6 
Gentlemen: SUPPLEMENT TO BRIEF FILED BY FRANK O'HEARN 
7 In connection with the brief I filed with you on October 24th last, I deem it 
necessary for your information to now submit the following as a dm seta re thereto: 
8 


In my covering letter, I made the charge that half of our past year's rev= 
enue has vanished; that our national money supply is short in the total of $18 billions, 
Q || equivalent to a loss of $1,000. per capita. 


I now submit that a major cause of this shortage in our cash resources may, 
10 || properly be laid to the crooked bookkeeping of our banks and government. ‘In support 
of this serious charge, I submit the following information for your consideration: 


11] RE CROOKED BOOKKEEPING BY OUR BANKS: 
My charge in this regard is that the banks took a total of $18 billions from 
their customers bank accounts in the past year without compensating them in any way 
12 whatsoever. They took this money from the government and other customers bank 
accounts alike, including my own personal accounts. Moreover, they did so without 
13 reporting the money as a banking asset, and without reporting the capital gains which 
accrued to them from their forcible reduction in their liabilities to customers. They 
did this too, without paying any taxes whatsoever on their ill-gotten gains. 


In order to illustrate just how this was accomplished, and at the same time 
bring you Commissioners up to date regarding my dispute with my bankers, the Bank 
15|| of Nova Scotia about my own personal accounts as set forth on page 3 of my Brief, I 
would advise as follows; 

On October 31st last, the date of the annual report and statement of assets 
16) and liabilities put out by the Scotia Bank, that bank owed me a total of over $13,000. 
all as shown in my pass books, while at that same date, I wasn't indebted to it in any 
way whatsoever. Our contra accounts were in proper balance at that date. 


While the bank's liability to me was included in its financial statement, it 
18 improperly included amongst its assets a loan charge and debt against me for $9,000 
despite the fact that I had discharged its alleged debt in September last, and despite 
the fact that I wasn't indebted to it after that date in any way whatsoever. 


Hence, I charge that the Scotia Bank deliberately falsified its financial 
report and that it should have reported a cash deficit or cverdrafi in its report instead. 
20 || of mis-reporting that I owed it $9,000. For a period of 40 days last year my bank 
accounts were properly reported, and my piss supply was properly reported too, for 
the first time in our history. 


Despite these facts, the bank on November 8th last forcibly took $9,000 fr 
my savings account by way of an invalid debit, despite my protests, and it did so with 
22 || out compensating me for it in any way whatsoever. 


This explains just how the Scotia Bank cheated me out.of $9,000. and cut 
money supply, and the national money supply too, accordingly. It shows too just how ithe 
bank concealed the shortage in its own cash holdings, and how it improperly wrote-of 
94 || its own deficit at my expense, and extorted $9,000. from me under false pretenses, 
caused me a like deficit in my own personal cash resources. This is the common prac- 
tice of the banks in connection with their customers borrowings, deposits and loan 
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repayments. 


I advised the Government about this banking fraud and it advised me that I 
would have to fix up my accounts with the Scotia Bank myself. This leaves it up to me 
to take legal action against my bankers, which the Commissioners can quite well under- 
stand, is an almost hopeless task. This is particularly so as the Auditors and Lawyers, 
the Courts and the Press all seem to be quite determined to perpetuate this intolerable 
condition and thus prevent me from getting my money and banking profits. Of course, 
they are all acting against the public interest in this matter and are exposing themselves 
and everybody else to the evil consequences now menacing us all from our own misdeeds. 


RE CROOKED BOOKKEEPING BY OUR, GOVERNMENT: 

y charge hereinregard is that the finance Department grossly misrepresents 
the true financial condition of the Government of Canada in its published financial state- 
ments. For instance; its statements report a net debt owing by it of over $12 billions 
It reports that this unsecured debt is made up of an accumulation of annual deficits. 


_ ~My investigations however, shows that the net debt it reports is nothing more 
or less than a deferrment of taxation which the government has so far failed to levy, 
but which it may properly levy at any time to enable it to meet its unpaid war debts an 
other bonded debts. Hence from this viewpoint, the government could: correct its reports 
to show an item on the asset side of its statement for Deferred Taxation amounting to ; 
$12 billions, in place of the net indebtedness now shown by it. 


From another viewpoint however, my Formula discloses that there is a tan 
gible cash asset available to the government which it has so far refused to report or 
encash. This consists of the amounts owing to it by its bankers to refund the amounts 
they took from its bank accounts without compensating it in any way whatsoever. 


The loss of this money and the government's gross mis-reporting of it, is the 
direct result of its crooked bookkeeping. It makes a practice of mis-crediting its banker: 
for, loan debts which it previously repaid. In brief, the government is continually turning 
bond money and tax money over to its bankers. without getting any compensation whatso- 
ever from them in return. In this way, the Government is directly responsible for th 
loss of $18 billions of the people's hard-earned money, and its failure to safeguard an 
account for these public funds is concealed from the public by its own crooked bookkeep- 
ing and falsified financial reports and statements. 


From this viewpoint therefor, the government should report the $18 billion 
owing to it by its bankers, as a cash asset and should collect: the money from the bank 
in the public interest. When the Government does this, its accounts will then show a 
cash capital surplus of $6 billions, instead of the cash deficits it now wrongfully reports. 
This, Formula opens up a new source of revenue for the Government, apart from and i 
addition to taxation and borrowings. With our proper money supply available, the nee 
for bank credit would ease off accordingly and interest rates would also ease accordin ly 
and find an economic rate for the general good. 


MY FORMULA TO DETERMINE OUR PRESENT MONEY SUPPLY: 
ean ui? tess tA eh a each abatcbtecn toh cllner tt ted Mle Star dt e hl: Piette Neat, Bestel salted 


My Formula offers a simple yardstick to determine what the total amount of 
our national money supply should be at the present time. As our national revenue fro 
our gross national product totalled some $36 billions in the past year, and as less tha 
$2 billions of this money still remains in the pockets of the general public, it's clear 
that the balance of $34 billions was duly deposited in the banks. All this money reached 
the: banks in the form of cash deposits and loan repayments, so that the banks are still 
responsible for it all. After allowing $16 billions to account for their investment hold 
ings, it's obvious that our deposits and loan repayments for the year provided the ban 
with a money supply of $18 billions. 
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According to my Formula, this supply of money constitutes a national and 
banking monetary asset, and I therefor call upon the banks in the public interest to 
list this money supply in their statements as an asset, and to also list this amount of 
additional liabilities as owing to the customers from whom the money was taken with- 
out giving them offsetting compensation in return. 


As the banks however, devalued their own monetary asset, they could alter- 
nately, report a cash deficit or cash overdraft on the asset side of their statements to 
offset their hidden profits or liabilities, instead of discarding their own assets to con- 
ceal their hidden liabilities or profits. 


Hence, my Formula states that at the present time our national money suppl 


should total $18 billions more than the amounts reported by the governments and banks. 


This enlarged amount is equivalent to the gross amount of our national revenue after 
allowing for the amount of currency outstanding in the hands of the public and the amou 
of bank investment holdings. This is why I call for this national money supply to be lis 
by the banks as monetary assets, and this is why I call for the banks to issue credits 
thereagainst in favor of the government. This would enable the government to write of 
its deficits and provide for the payment of the public debt on maturity. 


If this Formula were to be taken advantage of by the Government of the day, 
its socalled deficits or net debt would be replaced with bank balances, and would pro- 
vide it with a $6 billion cash surplus. Our banking assets would then total $18 billion 
more than they do now and would thus provide the banks with sufficient assets to offset 
the corresponding increase in their deposit liabilities. This would put both the govern 
ment and the banks in a sound and solvent condition. It would also provide the govern- 
ment and people of Canada with the additional capital they now so sorely need for their 
debt and operating requirements, and best of all it would provide this additional capita 
| without further cost and without any increase in the public debt or taxation. 


I beg to report that I have already advise the Government of my objection to 
its appointment of Mr. J. Douglas Gibson, the General Manager of the Bank of Nova 
Scotia, as a Commissioner to sit on the Commission because of my dispute with his 
bank and because of the part he has played thereinregard. I strongly protest his sittin 
in judgement on our dispute, and I object to giving him the opportunity to attempt to 
brain-wash the other Commissioners in regard to my dispute with his bank, and the 
other matters set forth in my Brief. 


This Submission is intended as a Supplement to my Brief of October 24th las 
and is intended to form a part thereof and to be read accordingly. 


My thanks go to you Commissioners in anticipation of a sincere consideratio 
of my Brief and Supplement, and I look forward to a personal hearing thereon in due 
course to support my charges and findings. 


In the meanwhile, I remain, 
Sincerely, 


\ 


(Frank O'Hearn) 
59 Bethune Blivd., 
Scarboro, Ont. 


AM 7-6054 
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SUBMISSION OF THE COMMUNIST PARTY OF CANADA 
to the 
ROYAL COMMISSION ON BANKING AND FINANCE 


Mr. Chairman and Members of the Commission: 


Pard<.k 


Para, 2 


Para. 3 


Para. 4 


The Commission has been asked to "inquire into and report on 
the structure and methods of operation of the Canadian financial 
system, including the banking and monetary system and the in- 
stitutions and processes involved in the flow of funds through 
the capital market", 

The ramifications of these systems, institutions and operations 
are complex and varied. They are a hodgepodge of government and 
private institutions, with the dominant credit and financial in- 
stitutions completely in private hands, Each private corporation 
and financial institution pursues a policy which it considers to 
be most profitable, without regard to the overall national in- 
terest, : 

Because actual credit is under the control of private insti- 
tutions, capital investments flow into those sectors of the 
economy which provide the greatest immediate returns, That is 
one réason why our mineral resources sector of the economy is 
over developed, while manufacturing industries are underdeveloped. 

The money and credit system fundamentally is a function 
arising from the mode of production - the economic system, and 
its strength and stability cannot be separated from the economic 
system. While the direction, regulation and operation of the 
money and credit system is a direct responsibility of the Federal 
government., the organization, control and planning of production 
is not. This contradiction is acknowledged, by implication, in 
the provision for decennial reviews and appropriate revisions 
of the Bank Act to bring the banking and financial system into 


line with the needs and difficulties of production. 
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- Terente, Ontarie ea 
1 

2 

3 


4|| Para. 5 This contradiction was recognized also in 1935, when the 


2 


Federal government was impelled by necessity to take away from 


: the chartered banks the right to issue currancy. But develop- 

6 ments in industry, commerce, and finance during this century 

” have been such that if the money and credit system, and the 
varied institutions through which it operates, are to serve the 

8 national interest, their responsibility should cover a very much 

9 wider field than is provided by the Bank Act or the Bank of 

. Canada Act. 
10 
Para. 6 Financial policy reflects, and in turn affects, every facet 

11 of the economic life of Canada. The fact that the financial 

12 and banking system is, basically, an expression of pom diets 
leads to the conclusion that the primacy of production should be 

13 recognized in policy-making; anything that is physically possible 

14 in Canada is also financially possible. The purpose of financial 
policy should be to implement a growth of actual physical pro- 

15 duction of not less than 5% per year. The Federal Government 

16 should be provided with the necessary authority to be able. 
effectively to use financial policy and the financial institutions 

od of the country in order to achieve the objective of economic 

18 growth, with full pep ldcaaes 

19 Para. 7 We wish to bring to your attention the preamble of the Bank 
of Canada Act. 

20 


"An Act to Incorporate the Bank of Canada 


91 || Para. 8 WHEREAS it is desirable to establish a central bank in Canada 
to regulate credit and currency in the best interests of the 
economic life of the nation, to control and protect the external 
22 value of the national m.netary unit and to mitigate by its in- 
fluence fluctuations in the general level of production, trade, 
prices and employment, so far as may be possible within the scope 
23 of monetary action, and generally to promote the economic and 
financial welfare of the Dominion: . 
THEREFORE, His Majesty, by and with the advice and consent 


24 of the Senate and House of Commons of Canada, enacts as follows:" 
95 Para. 9 If the provisions of the Act were to embody the essence of its 

preamble, a good beginning would be made to "promote the economic 
26 and financial welfare" of Canada. 


27|| Para. 10 We emphasize that financial policy can be made fully effective 
only if the Bank of Canada becomes the head of a unified Canadian 
banking system, whose operations are integrated with the planned 

29 
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Nethercut & Y oung 


Terente, Ontaric A110 6) 
1 
2 
a 
4 development of industry, trade and commerce. The Communist 
5 Party of Canada contends that to achieve such a goal, nation- 
alization of major industries (mainly U.S.-owned and -con- 
6), trolled.industries) as well as banking and enedityiisna 
7 prime necessity, for the following reasons: 
Para, | 12. a) Nationalization of the banking and credit system would 
8 make it possible to achieve a balanced economic development, 
9 based on the genuine industrialization of Canada - manu- 
facturing of finished goods from our natural resourcés;°our 
” energy and our manpower, and the elimination of the condition 
il in which manufacturing occupies a less important part of the 
12 economy than lO years ago. This would reduce * our depen- 
| dence on the U.S.A. for a large part of our manufactures and 
13 for almost all our machinery and machine-tools. 
14 Para. 12 b) Nationalization would make it possible to deal with the 
problem of uneven economic development particularly in the 
15 Maritimes and the Prairie Provinces, 
16 |Para. 13 c), Nationalization would help to reduce interest charges on 
loan capital, encourage capital investment in manufacturing, 
” increase the rate of economic growth and stimulate employment. 
18 | Lower interest rates would discourage the flow of foreign 
19 capital and: thus reduce our dependence upon it. 
Para. 1h, _d) Nationalization would ensure a much more efficient credit 
20 system. 
91 |Para. 15 e) Nationalization would eliminate the present superimposed 
absolute control by a small group of financiers over the pro- 
a duction and distribution of goods. 
23:|Para. 16 Without a unified credit system and Federal: government 
7A control of credit we cannot achieve a balanced economic develop- 
ment and mobilize the capital resources of Canada. 
25 ara. 17 The control of credit by private institutions tends to in- 
26 || crease the interest charges on loan capital and thus discourages 
capital investments in those sectors of the economy which are 
27 most urgently needed in the national interest. High interest 
28 rates attract foreign capital and so increase our dependence. 
29 
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18 The present mixture of private and public credit institutions 
is, the most inefficient system. » It superimposes on the process 
of, production an absolute control by a small group of private 
financial, institutions. 
ara. 19 While, the absence of a co-ordinated system of financial 


credit, hampers, the growth of our economy, it) is by no means 


the only factor responsible. The fatalistic concept of the 
inevitability of war, has resulted in military expenditures 
of, about $20 billion since the end of World War 2. °This is 
one-third. more than the capital investment from all foreign 
countries since the war, ,This policy has distorted our 
economy, resulting in the over-production of raw materials 
(uranium, lead, zinc, copper and the neglect of our manu- 
facturing industries. This enormous expenditure was not only 
socially wasted, but if only a part of it had been invested 
in the Canadian economy it. would have brought the most bene~ 
ficial results to the Canadian people. 

20 The most important reason, however, for the Stagnation and 
distortion of our economy.is the alarming growth of the control 
and domination of the major sectors of our economy by U.S. 
monopolies. 

ra In the-manufacturing industries (which are technically de- 
pendent on the U.S. parent industries-and are in effect branch 
plants). control of U.S. residents increased from 39% in 1948 
to 44% in,1958 and.these in the main are the dominating monopoly 
industries;.in petroleum and natural gas in 1958 there was 
69% U.S. control, while in mining.and smelting this control 
increased from.37 to 55 per cent.» By 1959 of the 20.7 million 
long term foreign investments in Canada 75% was U.S. investment, 

Ever since 1949, when the plan for the integration of the 
Canadian,and U.S. economies (Abbott Plan) was introduced by 
the Liberal Government, the Communist Party has warned that 
the long-term effect of this would be a growing disproportion 
in the Canadian economy, rising unemployment and greater loss 
of our sovereign.ty. 


an The basis of this policy of "integration"; acceded to now 
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by Canadian governments for 14 years, was the assumption of the 
inevitability of war and the necessity for raw material develop- 
ment in Canada as a basis for the war industry of the U.S. 

In 1952 President Kisenhower made clear U.S. policy as follow 
"From my viewpoint, foreign policy is, or should be, based 
primarily on one consideration. That consideration is the need 
for the United States to obtain certain raw materials to sustain 
its economy, and, where possible, to preserve profitable foreign 
markets for our surpluses." In the same year the Paley He port, 
which was a detailed study of the raw materials of the world 

in the light of U.S. needs declared that of 22 strategic 
materials, 10 were present in Canada. 

In our brief to the Royal Commission on Canada's Economic 
Prospects in January, 1956, we stated: 

"Our industrial development has not ineluded that emphasis 
upon the production of the machinery of production - machine- 
tools, modern labor-saving machines , and a steel industry which 
takes care of Canadian needs, which constitute the very heart 
of an independent national economy. On the contrary, U.S, 
ena rato and control of Canadian industry has reduced large 
sections of it to a parasitic existence in the sense that they 
are almost wholly dependent for their vital parts upon U.S, 
imports. Our industry, because of foreign control, is poorly 
develoned in the basic dynamic sense of being able to aaduns 
its own means of production, and is dependent upon the U.S.A," 

Developments since that time have only emphasized the same 
trend. In October, 1960, for example, Mr. James Coyne, then 
governor of the Bank of Canada, said in Calgary: 

" 'No other nation so highly industrialized as Canada has 
such a large proportion of its industry controlled by non- 
resident companies,’ to quote the restrained language of a 
Dominion Bureau of Statistics publication. I prefer to put 
understatement behind us and suggest that no country in the 
world with anything like our relative state of development 
has ever had such a degree of foreign domination, or even half 


or one-quarter the degree of foreign domination. 
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2 
3) 
4 | Para. 29 "By far the lion's share of the foreign control rests with 
American companies, the growing predominance of which has been 
5 a marked feature of our postwar history. 
6 Para. 30 "Most Canadians would agree that the degree of foreign 
domination, and especially American domination of Canadian 
7 economic life has increased, is increasing, and ought to be 
8 diminished." a 
PAS sous To end the imbalance in the economy to ensure the all-round 
development of Canada for its people, we would remind the 
10 commission of another speech by Mr. James Coyne in Toronto 
11 (November, 1960) in which he stated that a growth of population 
and employment would require, 
12 PALS of 32 "a strong and active policy in the economic sphere on the 
13 part of all levels of government. The operation of natural 
i forces along the ‘policy of laissez-faire’ will not cure our 
eh troubles. The lead in such matters will naturally come from 
15 the national government." 
16 Para, 33 All of these factors taken together - private control of 
money and credit, the fatalistic concept of the inevitability 
17 of war, U.S. control and domination of the major sectors of 
18 our economy ~ call for far-reaching measures. It is the con- 
sidered opinion of the Communist Party that the nationalization 
19 of the U.S.-.wned . and -controlled industries in Canada and 
20 the nationalization of the credit system are the solutions to 
the problem of economic growth in Canada. 
- Para. 34 The functions of the various forms of activity through which 
22 the process of mobilizing, concentrating, and distributing the 
93 financial resources of the country operates, are related so 
intimately that nationalization of banking and credit requires 
24 nationalization of the Chartered Banks, trust companies and 
25 insurance companies, and their operation as a public service 
under governmental direction and control, in co-ordination with 
= the government's policy on taxation and investment, all with 
27 the aim of expanding the economy, redistributing the national 
income by social welfare measures and managing the national 
i debt. 
29 


30 
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1 
2 
3 Policies Leading Towards Effective National Coordination and 
Control of Canada's Financial Structure, in the Public Interest. 
Para. 35 To say the levelling down of financial impediments to full 
5 employment and the increasing welfare of the Canadian people 
will be achieved only with full nationalization of the finan- 
3 cial institutions, is not to deny that substantial improvements 
7 can come from an extension of public control and more effective 
g public financial operations short of nationalization. We 
strongly support interim measures which will enhance the welfare 
9 of workers and their families in this as in other spheres of 
10 economic life. In fact, this is the touchstone, for judging 
government policies -- do they contribute to the welfare of 
- the majority of the people, or do they not? 
TZiPara. 36 It is from this point of view that we submit the various 
13 proposals which follow. Each one, we believe, will bring 
an improvement to the existing situation, Taken together, they 
14 Should accelerate movement along the road towards better living 
15 standards and more social security for the Canadian people. 
1. National Investment for Economic Expansion | 
16 Para, 37 The importance of national investment in stimulating economic 
17 activity is illustrated in the table below. (This table is 
based on figures from appendix A). 
‘in Para. 38 Investment is taken as the sum of expenditures on housing, 
19 government capital (excepting military), business fixed capital 
20 and inventory changes (from the D.B.S. "National Accounts"). 
Para. 39 Economic activity is measured by the D.B.S. Index of In- 
21 dustrial Production, the periods of contraction being those 
22 in Prof. Hood's report to the recent Senate Committee on Man~ 
power. 
23 
Para. 40 The table shows that in the period immediately following 
24 declines in total investment, the economy slipped back 
95 generally. 
Decline in Contraction in 
%6 Investment Economic Activity 
1948 - Oct. '48 = Sept. 'h9 
27 1952 
1954 May. '53.- June '54 
28 (table continued) 
29 
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Decline in Contraction in 
Investment Economic Activity 
1957 
1958 April '57.- April '58 
1960 May '60 - March '61 
Pare, il In order to sustain a rising standard of life and even the 


minimum of desirable opportunity for our sons and daughters, 
Canadians must insist upon governmental responsibility for 
maintaining the rate of investment at least a little higher than 
the rate of the growth of population. The characteristic post- 
war ups and downs of investment in Canada must be smoothed out, 


This can be done: and financial’ policy should be directed to 


insuring it. 
ara. 42 The aim of financial policy should. be to see.that the savings 
of the people are invested in the dynamic development of the 


country: its )productive, transport and communication facilities 
its, domestic, trade and foreign commerce, its stock of social 
facilities. It is a matter of grave concern to all Canadians 
that, in the absence of such a conscious policy, the production 
of goods in our country has not kept pace with the growth of 
population during.recent years. 


ara. 43 Indeed, the per-capita production of goods has actually de- 
clined, so that in 1960 it was er person less than in 1956. 
ara. Lk This whole field of investment is so important to the wel- 


fare of all Canadians that we recommend the establishment of 
a Department of National Investment under a senior cabinet 
minister. This department might well combine the most of the 
present functions of the Department of Northern Affairs and 
National Resources and the Department of Public Works. The 
new Department of National Investment would then include such 
additional functions as-- 
(a). long term investment planning to determine the needed 
scope, timing and location of public investment. 
(b) public investment in housing (expanded Central Mortgage 
and Housing Corporation) 
(c) public investment in resource and regional development 
projects (e.g. national power grid; hydro power on 


Columbia River in B.C., Hamilton River in Labrador; 
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uranium enrichment at remote power site; Chignecto 
Canal in New Brunswick, etc.) 

(a) public investment in new manufacturing where private 
investment fails to go (e.g. coal-based chemical in- 
dustry in Maritimes; industrial components, like tran- 
Sistors, tightly controlled by foreign parent companies; 
steel industries (basic and fabricating) near ore sites); 
possibly the Industrial Development Bank should be put 
under this department. 

(e) public investment in social facilities (expanded public 
works’, hospitals, schools, highways, roads, etc.) 

The financing of such projects could be done by the sale of 
government bonds for miscellaneous small projects, and of bonds 
guaranteed by the government covering specific large projects 

(like the C.N.R.). Especially for self=liquidating projects 
like power developments, new manufacturing facilities, and so 
forth, the latter method should be used and the ‘bonds gradually 
retired out of earnings. 

Where’ such projects are individually administéred by Crown 
Companies or Commissions, the limits of authority and respon- 
Sibility must be clearly defined so that the resources of such 
corporations, including any profits; be' clearly specified'as 
publicly-owned property and used solely for the public good. 

Crown Companies should not invest their surplus funds in 
foreign countries (like Polymer Corp. is reported to be doing 
in Belgium). Crown Corporations are the property of the 
Canadian people. Regardless of the motives which led to their 
establishment, accumulated profits are not the private affair 
of their appointed directors or of the cabinet minister on 
whose recommendation they were appointed. Such profits should 
be paid to the Receiver-General of Canada. To invest them in 
foreign countries, while Canada is in urgent need of invest- 
ment copia te a practice to be condemned and made impossible 


in the future, by law, 
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ara. 48 As a further step to insure a national investment policy in 
the public interest there must. be some public control over capital 
exports..and the general direction of private capital investment 
in Canada. 

ara. bg First, since the major portion..of funds administered by the 
financial institutions (banks, trust companies, insurance com- 
panies, pension trusts, etc.) are the savings of the community 
entrusted to them, at least 50 per cent of their assets should be 
required to be in the form of Dominion of Canada bonds. This will 
automatically assure a steady market for government bonds and 
provide substantial funds for carrying out public investment 
policies.).,tIt will also guarantee that at least half of the 
nation's, savings are, invested in worthwhile projects for the 
development of Canada. 

ara. 50 Second, the federal government should have veto power over 
any large private investment (say over some specified amount, 
such as $100 million) considered not to be in the public interest 
A government, trying to protect the welfare of the people, for 
example, would not have allowed the unwarranted over-expansion 
of uranium mining, with its subsequent inevitable collapse and 
its attendant hardships for the people and communities directly 
involved. 


ara, 51 Third, export of capital from Canada for long-term investment 


abroad should be subject to government licence granted solely 
on the basis.of what is in the best interests of the Canadian 
people. This could effectively put a stop. to the draining of 


needed capital out of Canada for investment abroad in enterprises 
exploiting other people to, the detriment of the good name of 


Canada internationally. 


2. Expansion of Purchasing Power in Stable Dollars 
It is our contention, and the main thesis of this Statement, 

that national policy in respect to regulat ion of the money and 
credit system and the institutions that are involved in its oper- 
ation, should be directed to maintain the purchasing power of the 
Canadian dollar at a stable level, while making available all the 
credit required for continuous expansion of the country's economy. 
This is matter of direct personal concern to the overwhelming 
majority of Canadians. 

ara, Se). We "do not assert that financial policy alone will insure con- 


tinkous exvansion of the national economy and a stable price 
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level, particularly in the long term; but we do consider that 
a central test of whether or not financial policy is aimed 
primarily to serve the real interests of the people is its 


influence upon the internal purchasing power of the nation's 


currency. The record is a sorry indictment. of successive 
federal governments! financial policies: 
In 25 years since 1936, the dollar fell to 47¢ of its former 
value. 
In 16 years since 1945, the dollar fell to 58¢ of its former 
value. 
In 10 years since 1951, the dollar fell to 88&¢ of its former 
value. 
In 5 years since 1956, the dollar fell to 91¢ of its former 
value, 
This has obviously had drastic effects upon the lives of 
millions of Canadians who could least afford it, 
There is much that the government can do to bring about 


price stability -- maintenance of the real purchasing power of 


the dollar -- short of direct price control, as in wartime. 
For example, the government can: 

(a) stop expanding the currency faster than production 
(there are better ways of financing public investment 
than this, as we have recommended in the previous section) 

(b) cut unproductive military spending 

(c) hold down interest rates, instead of giving a lead to 
raising them, as in the 1958 bond conversion campaign. 
(In fact, this is a key element of financial policy, 
affecting many other facets of the economy. The high 
interest rates of recent years have added to the prices 
of all goods, stimulated additional unwanted foreign 
capital inflow and increased the burden of debt charges 
on this and future generations.) 

Inseparable from protecting the people by maintaining a 

stable price level, is the need to protect them against usury. 
It is a shocking thing that at the present time the law permits 


money=lenders to collect as much as 2h per cent per annum °* 
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1 
2 
3 
on small loans. This must be stopped. Seven per cent. should 
4 be the maximum amount of interest and financial charges in any 
one. year and legislation should be enacted to make this limit 
: effective. 
6) Para. 56 Besides holding the dollar stable and curbing usury, we 
” need to expand aggregate purchasing power to ensure a rising 
standard of living for a steadily increasing population, 
8 Eighty per cent of consumer expenditures are regularly based 
9 on the wages and salaries distributed. The first source of 
increased effective purchasing power, therefore, is to be found 
- in an expanding wage fund. This can result only from increased 
5% | and/or increased wages. The focal points for gZov- 
12 ernment action here are: 
(a) expanded employment in the investment sector 
13 (b) expanded employment in consumer goods industries, 
14 arising from expanded purchasing power 
(c) a realistic, country-wide, minimum wage law of $1.25, 
Is to strengthen the floor under wage rates. 
16 Para. 57 Social security is the other important field for government 
measures to assure steadily expanding consumer purchases. 
17 More adequate standards are badly needed in several social 
18 security measures, but especially in old-age pensions, These 
are still scandalously low, and it is precisely the old-age 
” pensioners who have been hardest hit by the declining internal 
20 value of our dollar. 
1 Para. 58 Where is the money to come from for increased social securit 
and like government expenditures? We submit that there are 
22 substantial untapped sources an sam revenue which can provide 
23 the necessary funds -- for example, capital gains and windfall 
profits which are still an untaxed element increasing wealth 
- in the hands of the rich in Canada, and reduced arms expendi- 
25 tures. 
26 3. Assistance to Municipalities in Financing 
Para. 59 Canadian municipalities are hard pressed to meet the con- 
27 tinually increasing demands for local improvements, education, 
28 welfare and other local services. Property taxes is the main 
29 
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1 
y: 
3 
source of municipal. funds, and this system places an impossibly 
4 heavy burden on small home-owners, 
5 || Para. 60 Municipal borrowing has been resorted to on a very large 
scale in recent. years. In the fifteen post-war years 1946-1960), 
. the total municipal debt increased from $868 million: to 
7 $h 277 ~ a, fourfold increase, Further, nearly, $1 billion of 
8 the 1960 total were foreign-pay securities as a consequence of 
the municipalities borrowing heavily in the United States. Not 
9 only does continued foreign borrowing pyramid the annual in- 
10 terest total going out of the country, but presumably the 
principal itself will have to be repaid, someday. | 
i Para. 61 To stop foreign borrowing by Canadian municipalities and to 
12 assist them to. obtain the cheapest money available in Canada, 
13 we recommend the establishment of a federal Municipal Loan 
Board to assist the municipalities to raise funds in Canada by 
14 providing federal government guarantees to approved issues of 
15 municipal bonds, The Nariel a Loan Board could be organized 
as a subsidiary of the Bank of Canada, similar to the Industrial 
16 Development Bank; or the Board could come directly under the 
17 Minister of Finance. 
Para. 62 To the extent that municipal bonds were not defaulted, the 
e guarantee would cost the federal government nothing. But it 
19 would substantially cheapen the cost of borrowed money to the 
20 municipalities -- especially if the federal government ener- 
getically promotes low interest rates, This method of federal 
21 guarantee has been widely applied in C.M.H.C. housing loans. 
22 In this field it has had some effect in protecting small home- 
owners from exorbitant mortgage interest. Why cannot the same 
aa sort of federal assistance be afforded the hard pressed 
24 municipalities? 
4. Farm Credits 
25 Pe cipal nie | 
Para. 63 Various elements of federal financial assistance to farmers 
26 are. now grouped under the Department of Agriculture -- e.g, 
27 Farm Credit Corp., Agricultural Stabilization Board, Prairie 
Farm Assiztance Administration, But an important part of the 
28 Pend a Ning Se assisting farms -~- the Farm Improvement Loans 
29 
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‘4 
3 Act -- remains under the Department of Finance. We do not see 
why this Act is not administered by a Board under the Department 
+ of Agriculture. 
5||Para. 6h As presently constituted, the Farm Improvement Loans Act 
6 merely guarantees the private banks against losses up to a 
total of 10 per cent on all the loans they make to farmers, 
7 The total of all loans that can be insured under the Act*at 
8 any one time is $300 million. Calls on the federal government 
to make good on defaulted loans have been negligible, so the 
? Act has operated practically without cost to the government. 
10 It is quite obvious, therefore, that the Act does not EO 
1 nearly far enough in providing financial help to farmers to 
purchase implements, livestock, or pay for construction and 
12 development work. Either the federal guarantee should be 
13 raised substantially to encourage the banks to be more lenient 
in the granting of these loans, or the government should make 
14 them directly to the farmers. 
15 5. Facilitating Foreign Trade 
Para. 65 Federal responsibility for assisting export trade has already 
46 been recognized with the setting up of the Export Credits 
17 Insurance Corporation under the Department of Trade and Commerce 
18 The E.C.I.C.'s functions are being expanded somewhat with the 
provisions for guaranteeing of credits and purchase of foreign 
19 obligations up to $300 million. This is all right as far as 
20 it goes, but it is not nearly far enough and will not seriously 
help our worsening trade Crisis, “The B.C,1.C.'s function 1s 
al only insurance of loans made by private financial institutions 
22 or the exporter himself. It is not intended to extend needed 
3 credit to a foreign country wishing to buy in Canada and repay 
‘ over a period of years, 
24 Para. 66 We recommend that an Export-Import Bank be established, under 
25 the Department of Trade and Commerce. Its functions would en- 
compass three important kinds of assistance to Canada's foreign 
26 


trade. 
27 Para. 67 1. Export Credits: The biggest lack now is for long-term loans 


(5 to 15 years) to foreign countries wishing to buy capital 
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goods in Canada at low interest rates, say 3%. Other exporting 
countries have such export credit machinery and Canada is closing 
the door on export trade in machinery, etc. by its lack here. A 
second element of export credit which the Export-Import Bank shou 
undertake is the holaune of foreign currencies, where the importi 
country cannot pay immediately in "hard" currency. An exporter t 
India, for example, might be able to sell for rupees but not for 
Canadian dollars or sterling. In this case the Export-Import Ban 
would agree beforehand to accept the rupees from the exporters, 
and pay him in Canadian dollars -- in effect making a loan to Indi 
covered by rupees until the latter could be used up. 
2. Import Credits: This is a side of trade financing not now 
touched by the Canadian government. But it could Open up avenues 
for expanding our export trade to countries with useful goods to 
sell and no contracts with Canadian importers. For example, 
under the Canadian-Soviet trade agreement Canadian exports could 
be increased in the ratio of 2 to 1 against our increased imports 
of Soviet goods. A means for directly expanding such import 
volume could be provided by the Export-Import Bank contracting 
for bulk purchases from the Soviet trading organizations, arrang 
ing for shipment to Canada and selling them to Canadian distribu- 
tors. Besides locating the goods, the Bank will in effect be 
extending credit to the distributor until the goods reached him. 
Such techniques could be applied anywhere new sources of useful 
goods abroad were discovered with the two-way trade implication 
of expanding our exports. 
3. Foreign Exchange Rate: A third element in facilitating 
foreign trade is the exchange rate. Operation of the exchange 
fund might possibly be left to the Bank of Canada. But the 
object should be to maintain the external value of our dollar at 
the most appropriate level for both sides of our foreign trade 
and for internal price and employment policies. At best this 
level is a compromise that should be made consciously by the 
country concerned -- not by the blind force of external economic 


pressures. 
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General Conclusions, 

Para. 70 The division of the social product between present con- 
sumption and investment for future benefit, is basic to the 
welfare of the people of every country. Of course, there are 
many factors which intervene between this prime cause and 
ultimate effect, to condition the general level of prosperity 
and that of particular sectors. But this decision as to the 
appropriate division of the social product is far too funda- 


mental to be left entircly to chance. 


Para, 71 Recognition of this fact is implicit in the now quite commo 
proposals for cyclical budgeting, expanded public works in 
times of economic depression, etc. In our opinion, such 
proposals usually touch only the fringes of the problem. We 
believe that the more the conscious economic planning by cen- 
tral authority in the public interest, made possible by the 
nationalization of basic industries and the credit system, 
the better the ultimate results. To this end we propose an 
important extension of federal government activity in plan- 
ning, controlling and carrying out national investment. Of 
course we recognize that the existing economic system places 
limitations on such activities, but such limits are themselves 
somewhat elastic and they have certainly not yet been 
stretched in Canada. 

Para.cre In our opinion, much can be done now, with the existing 
government agencies to curb monopoly and place it under greate 


public control. 
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3 
4 
8 APPENDIX A. 
- Year GNP Capital Invest* C i as 
6 Million Million ’ GNP 
7 1946 11850 2121 17.9 
8 1947 13165 2788 2142 
1948 15120 3132 20.7 
9} 1949 16343 3588 21.9 
10 1950 18006 L486 24.9 
1951 24170 5653 26.7 
is L952 23995 6003 25.0 
12 1953 25020 6559 26.3 
13 1954 24871 S591 S255 
1955 27132 6555 24.1 
14/1956 30585 glug 29.8 
15 1957 31909 8948 28.0 
1958 32867 8031 2h 
16 1959 34857 8714 25.0 
17 1960 IOS 8516 ear 
18 
All figures are from National Accounts 
19 
20 * housing, government capital excluding military business capital 
and inventory change. 
21 
22 
23 
24 
25 
26 
as 
28 
29 
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SUMMARY 

SUBMISSION OF THE COMMUNIST PARTY OF CANADA 
to the 

ROYAL COMMISSION ON BANKING AND FINANCE 


The money and credit system fundamentally is a function arising 
from the mode of production - the economic System, and its strength 
and stability cannot be separated from the economic system. While 
the direction, regulation and operation of the money and credit system 
is a direct responsibility of the Federal government, the caltnneien 
control and planning of production is not, 

The purpose of financial policy should be to implement a growth 
of actual physical production of not less than 5% per year. The 
Federal Government should be provided with the necessary authority 
to be able effectively to use financial policy and the financial in- 
stitutions of the country in order to achieve the objective of economi 
growth, with full employment. | 

The Communist Party of Canada contends that to achieve such a goal, 
nationalization of major industries (mainly Uye owned and -controlled 
industries) as well as banking and credit, is a prime necessity, for 
the following reasons: 

a) Nationalization of the banking and credit system would make it 

possible to achieve a balanced economic development. 

b) Nationalization would make it possible to deal with the problem 
of uneven economic development particularly in the Maritimes and 
the Prairie Provinces, 

c) Nationalization would help to reduce interest charges on loan 
capital, encourage capital investment in manufacturing, increase 
the rate of economic growth and stimulate employment. 

d) Nationalization would ensure a much more efficient credit system 

e) Nationalization would eliminate the present superimposed absolut 
control by a small group of financiers over the production and 
distribution of goods. 

While the absence of a co-ordinated system of financial credit 

hampers the growth of our economy, it is by no means the only factor 


responsible. The fatalistic concept of the inevitability of war has 
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resulted in military expenditures of about $20 billion since the 

end of World War 2. This is one-third more than the capital invest- 
ment from all foreign countries since the war. This policy has dis- 
torted our economy, resulting in the over-production of raw materials 
(uranium, lead, zinc, copper) and the neglect of our manufacturing 
industries. This enormous expenditure was not only socially waated, 
but if only a part of it had been invested in the Canadian economy 

it would have brought the most beneficial results tio the Canadian 
people, 

The most important reason, however, for the stagnation and dis- 
tortion of our economy is the alarming growth of the control and dom- 
ination of the major sectors of our economy by U.S. monopolies, 

It is the considered opinion of the Communist Party that the 
nationalization of the U.S.-owned and -controlled industries in Canada 
and the nationalization of the credit system, are the solutions to 
the problem of economic growth in Canada. 

The functions of the various Porn of activity through which the 
process of mobilizing, concentrating distributing the financial re- 
sources of the country operates, are related so intimately that 
nationalization of banking and credit requires nationalization of 
Chartered . Banks, trust companies and insurance companies, and 
their operation as a public service under governmental direction and 
control, in co-ordination with the government's policy on taxation 
and investment, all with the aim of expanding the economy, redis- 
tributing the national income by social welfare measures and managing 
of the national debt. 

We strongly support interim measures which will enhance the wel- 
fare of workers and their families, in this as in other spheres ‘of 
economic life. In fact, this is the touchstone for judging govern- 
ment policies ~- do they contribute to the welfare of the majority of 
the people, or do they not? 

In order to sustain a rising standard of life and even the minimum 
of desirable opportunity for our sons and daughters, Canadians must 
insist upon governmental responsibility for maintaining the rate of 
investment at least a little higher than the rate of growth of pop- 


ulation. The characteristic postwar ups and downs of investment 
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must be smoothed out. This can be done and financial policy should 
be directed to insuring it. 

This whole field of investment .is so important to the welfare of 
all Canadians that we,recommend the establishment. of a Department 
of National. Investment under a senior cabinet minister, 

« K oe ae 

There must be some public control over capital exports and the 
general direction of .private.capitalh investment in Canada, First, 
Since the major, portion of funds.administered by the financial in- 
stitutions are the savings, of -the» community entrusted to them, at 
least .50 per cent,.of their assets) should be required to. be in the 


form ofDominion of Canada bonds. Second, the federal government should 


have veto power over any large private investment (say over some 
specified amount, such as $100 million) considered not to be in the 
public interest. Third, the federal government should prohibit the 
export of capital from Canada for long-term investment abroad, in 
enterprises exploiting other people. 
x xe vox x 

It is our contention that national policy in respect to regulation 

of the money and: credit system and the institutions that are involved 


in its operation, should be directed to maintain the purchasing power 


of the Canadian dollar at a stable level, while making available all 

the credit required for continuous expansion of the country's economy. 
Inseparable from protecting the people by maintaining a stable 

price level, is the need to protect. them against. usury. Seven per 

cent should be the maximum, amount of interest and financial charges 

in any one year and legislation’ should be enacted to make this limit 


effective. 


We need to’expand aggregate purchasing power to aaa’ G a rising 
standard of living for a steadily increasing population. The first 
source of increased effective purchasing power, therefore, is to be 
found in an expanding wage fund, This can result only from increased 
Sil aye nt and/or increased wages. 

Social security is the other important field for government measures 
to assure steadily expanding consumer purchases. More adequate standard 


are badly needed in several social security measures, but especially 
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in old-age pensions. 

We submit that there are substantial untapped sources of tax rev- 
enue which can provide the necessary funds -- for example, capital 
gains and windfall profits which are still an untaxed element in- 
creasing wealth in the hands of the rich in Canada, and reduced arms 
expenditures, , 

> * # a 

Canadian municipalities are hard pressed to meet the continually 
increasing demands for local improvements, education, welfare and 
other local services. Property taxes is the main source of municipal 
funds, and this sytem places an impossibly heavy burden on small 
home-owners, 

‘To stop foreign borrowing by Camadian municipalities and to assist 
them to obtain the cheapest money available in Canada, we recommend 
the establishment of a federal Municipal Loan Board to assist the 
municipalities to raise funds in Canada by providing federal govern- 
ment eudtanteds to approved tesues of municipal bonds, 

** ae i x 

We recommend that an Export-Import Bank be established, under the 
Department of Trade and Commerce. Its functions would encompass 
three important kinds of assistance to Canada's foreign trade: export 
credits, import credits, foreign exchange rate. 

* * x * 

As presently constituted, the Farm Improvement Loan Act merely 
guarantees the private banks against losses up to a total of 10 per 
cent on all the loans theymaketo farmers. The total of all loans 
that can be insured under the Act at any one time is $300 million. 
The federal guarantee should be reixed substantially to encourage the 
banks to be more lenient in the granting of these loans, or the govern- 


ment should make ‘them directly to the farmers. 


We believe that the more the conscious economic planning by 
central authority in the public interest. made possible by the nation- 


alization of basic industries and the credit system, the better the 
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ultimate results. To this end we propose an important extension of 
federal government activity in planning, controlling and carrying out 
national investment. 

In our opinion, much can be done now, with the existing govern- 
ment agencies to curb monopoly and place it under greater public 


control, 


March 12, 1962 


Communist Party of Canada, 
24 Cecil St., 
Toronto 2B, Ontario. 
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